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The Economic Background of Dominion-Provincial Relations 


EDITORIAL FOREWORD 


Dr. W. A. Mackintosh, professor of Economics at Queen’s University, was 
retained by The Royal Commission on Dominion-Provincial. Relations to make a 
study of the economic background of Dominion-Provincial relations. He was 
requested to include a review of the economic history of Canada with particular 
attention to the national economic policies which have influenced it, a description 
of the major regional economies and of their relationship to one another, and an 
examination of the economic characteristics of Canada and its chief regions which 
are of particular significance to public finance. This study was planned to throw 
light on the opening and most general instruction given the Commission in its 
terms of reference, viz., “That it is expedient to provide for a re-examination of the 
economic and financial basis of Confederation and of the distribution of legislative 
powers in the light of the economic and social developments of the last seventy 
years.” 

In view of the basic importance and extreme complexity of the subject, 
Professor Mackintosh was assisted by a number of the leading Canadian authorities 
in the field. These included, in connection with the regional studies, Dr. Henry 
Laureys of Montreal, Professor W. J. Waines of the University of Manitoba, Dr. 
S. A. Saunders, A. N. Reid, and Professor Robert McQueen of the University of 
Manitoba, and in connection with the general studies, Professor George Britnell of 
the University of Saskatchewan, Professor D. C. MacGregor of the University of 
Toronto, J. R. Rutherford of the Dominion Bureau of Statistics on national income, 
R. A. C. Henry on transportation, and Professor F. A. Knox of Queen’s University 
on monetary policy. Mr. J. J. Deutsch acted as Professor Mackintosh’s chief 
assistant. Separate studies have been made by several of the foregoing on their 
individual topics, and are being produced independently. In this study the method 
of presentation and any expression of opinion are solely the responsibility of the 
author, and not of either his colleagues or of the Commission. 

Professor Creighton’s study on British North America at Confederation serves 
as an introduction to the following work, and Professor Mackintosh consequently 
opens with a very brief review of the economic circumstances of the British North 
American colonies at Confederation, and of their relation to a world entering a new 
age of “free trade and steel.” 

Professor Mackintosh then proceeds to outline the basic national decisions 
which were made in the two decades following Confederation and which determined 
the framework within which the economically isolated colonies were to build an 
integrated nation. The settlement of the prairies, the provision of an all-Canadian 
transportation system, and finally, the adoption of a protective tariff policy are 
shown as major and related elements of policy in the structure of the Canadian 


economy. 
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The development of Canada within the framework of these national policies is 
then recounted. Checked by the Great Depression of the seventies, eighties, and 
early nineties, a change in world circumstances finally made possible the great 
expansion following 1895 which had been anticipated by the early planners. The 
expansion is analyzed in some detail and is shown to have consisted of the greatly 
magnified development of specialized export regions coupled with the comple- 
mentary growth of integration, interdependence and specialization within the 
economy. Inter-regional trade increased greatly, enormous investment was made 
in transportation and other capital equipment, and metropolitan centres grew 
significantly. Some areas, however, with declining exports, failed to integrate them- 
selves with the expanding export regions and participate in the general growth. 

War demands brought a continuation of expansion along much the same lines. 
They accelerated the rate of growth of the Canadian economy to maturity, but also 
gave some misdirection, and postponed adjustments which were necessary, and 
which delay seriously aggravated. This chapter concludes with a review of the 
development of the railway and tariff policies during the period, and a brief 
inventory of the national economic position at the close of the war. 

The sharp but short depression of 1921 was followed by a process of apparent 
readjustment which, Professor Mackintosh notes, did not really overcome but only 
temporarily concealed some of the underlying vulnerabilities. The stage was set, 
however, for large scale participation in the world boom which culminated in 1929, 
and the coincidence of strong demand for the chief Canadian exports, large crops, 
and easy credit raised the national income to a high level. All regions were not 
equally favoured, and Professor Mackintosh reviews the position of each at this 
time, and.also notes the regional implications of some of the particular trends of the 
period such as the further growth of metropolitan centres and the shift of employ- 
ment to the service industries. The evolution of tariff and transportation policies 
and their general influence are also described. The stimulus of these policies was 
not limited or clearly definable; nearly all industries in some areas, and some indus- 
tries in all areas, benefited, but at the expense of new burdens and rigidities which 
could only be borne comfortably by a strongly rising income. The basis of the 
general prosperity was precarious, however, depending on the maintenance of a large 
volume of specialized exports of which the chief, wheat and newsprint, were already 
in weak positions, and on a high rate of capital investment. On the other hand 
heavy fixed charges had been built up. The Canadian economy, as a going concern, 
had capitalized and mortgaged itself generously and optimistically. 

The world depression, long-deferred adjustments, and an unparalleled western 
drought then struck simultaneously. The extent to which the exposed raw material 
exporting regions had to absorb the full brunt of these blows, intensified by the 
operation of some Dominion policies, is shown in the provincial income figures. 
Whole areas were impoverished and extensive inter-governmental fiscal transfers 
were necessary to prevent a complete collapse. 

Professor Mackintosh proceeds to examine Dominion tariff, transportation, and 
monetary policies, not to pass on their merits, but to record their differential regional 
effects. 

The importance of the tariff in building up an integrated Canadian economy 
is shown. In discussion of its regional effects he notes the basic distinction between 
its incidence on a previously established exporting area, such as the Maritimes, and 
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on an exporting area, such as the prairies, which developed under the relatively 
stable rates of 1879 to 1930. Since it is changes in the tariff, rather than its existence, 
which affect industries and regions differentially, Professor Mackintosh analyzes in 
detail the major 1930 tariff revision. He finds that the increases may have helped 
to maintain employment in the industrial provinces, but reduced real income by an 
incalculable amount in the export regions. 

In conclusion Professor Mackintosh summarizes the significant features—from 
the viewpoint of Dominion-Provincial relations—of the Canadian economy; the 
distribution of resources and the application of techniques which have created a 
number of highly specialized export areas with characteristically wide fluctuations 
in income; the complex, integrated, and interdependent division of labour which has 
been developed within the framework of national policies; the heavy fixed charges 
which the economy has incurred; the probability of a flattening out in the rate of 
expansion which will leave less margin for waste and errors in the future; and the 
corollary of this economic background that the maintenance of government activities 
on their present scale will require large inter-regional transfers of income at times. 

Professor Mackintosh expresses no opinion on whether these transfers of income 
should be inter-governmental or made directly through the Dominion’s fiscal system. 

The first draft of this study was completed in August, 1938, and after having 
been circulated to the Dominion and provincial governments for comment, was 
revised where necessary and put in its present form in the spring of 1939. 
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THE ECONOMIC BACKGROUND OF DOMINION-PROVINCIAL RELATIONS 


CHAPTER [| 


THE ECONOMIC CIRCUMSTANCES OF CONFEDERATION 


1. FUNDAMENTAL CONSIDERATIONS 


There are certain generalizations concerning the 
development of new countries which must be borne 
in mind in interpreting the economic history of 
Canada. In the first place, rapid progress in such 
new countries is dependent upon the discovery and 
development of cheap supplies of raw materials by 
the export of which to the markets of the world 
the new country may purchase the products which 
it cannot produce economically at that. iti of 
its development. Such supplies —are—inyariak 
obtained by the exploitation of el ae 
In the second place, rapid deve opment is ‘further 

ae) abroad and to adopt also ibaa 6 ‘knowl- 

ge and equipment developed in older countries. 
Without such borrowings and adoptions, progress 
is inevitably reduced to the slow pace of domestic 
accumulation of savings and the development of 
local inventions. Particularly in a continent such 
as North America, the greater part of whose 
resources lie in the interior remote from the sea, 
the adoption of European inventions and improved 
methods of land and inland-water transport is 
of the greatest significance. Abundant resources 
without transportation facilities to make them 
available to world markets are of little value. 

There is, under these circumstances, a strong 
and natural inclination on the part of a new 
country to borrow extensively and thus build up 
heavy debt charges. Since incomes derived from the 
export of raw materials are notoriously variable, 
the economic difficulties in which new countries 
so frequently find themselves are those that occur 
when fluctuating incomes are coupled with the 
rigid expenditures occasioned by heavy debt charges. 
When, as is so frequently the case, an attempt has 
been made to cheapen the cost of borrowing by 
lending the credit or guarantee of the government 
or by the government itself making the necessary 
expenditures for improvements, economic difficulties 
find their reflection immediately in the financial 
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difficulties of government. Pioneers are by necessity 
and selection sanguine people. They are prone to 
take over-optimistic views of the effects of such 
community investment on future income and to 
assume that government guarantees may be given 
at no cost. The proposal of a government 
guarantee means simply that the community 
through its government estimates the risk of the 
enterprise to be lower than does the private 
investor. Since government debts ordinarily lack 
even the slight flexibility which proceedings in 
bankruptcy and reorganizations give to private and 
corporation debts, the assumption by governments 
of such debts increases the rigidity of the burden 
on the economy. 

One final consideration must also be borne in 
mind. The rate of expansion in new countries, 
as in others, is profoundly affected by major 
improvements in productive equipment, practices 
and organization. Such changes may increase the 
rate of expansion by making hitherto useless 
resources highly valuable, or by cutting the costs 
of transportation and so making new markets 
profitable. In contrast, they may be a drag on 
expansion by enhancing the advantages of some 
competitor country. The period of Canadian 
Confederation was a period in which the railway, 
the steamship, and the new iron and steel industry 
affected profoundly the fortunes of the uniting 
colonies. 


2. Tur PuHysicaL CoNDITIONS 


The geographical basis of Canadian economic 
life is too well known to require recapitulation. 
There are, however, some significant features which 
should be borne in mind. The separation of the 
five economic regions of Canada from one another 
by distance and by physical barriers has its , 


counterpart in the high cost of transportation, 
which is the economic obstacle. to inter-regional. 


trade. So great was that separation that, prior 
to Confederation and the railway era, inter- regional 
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trade was very_small, the trade in flour and coal 
between the Province-of Canada and the Maritimes 
being the most significant part. 

Of great importance also is the access which 
the St. Lawrence-Great Lakes system gives to the 


_and transport. 


On the other hand, the simple economic life, 
which was based on the older industrial techniques, 
felt the impact of the new instruments of industry 
The colonial economy of the first 


\half of the 19th century had been based on wood, 


northern Mississippi Valley. That inland water- \\%| wind, and water while that of the séeond half was 


way, linked to New York by canal and rail, has 
had an importance for the United States perhaps 
greater even than it has had for Canada. 

The Canadian Shield, lying as it does between 
the St. Lawrence lowlands and the prairie region, 
has been at times a decisive factor in the Canadian 
economy. The barrier which it.opposed to rail 
transportation and the lateness of the exploitation 
of its resources made it, for many years, an obstacle 
in the path of economic development. Its existence 
meant that the most economical location for a 
railway between the St. Lawrence Valley and the 
prairie region, both from an engineering and a traffic 
standpoint, lay south of the Upper Lakes. Its 
existence meant also that the natural path for 
industry to follow on its progress from east to west 
behind the moving frontier of settlement was 
through the United States. 

The position of the region of British Columbia 
on the Pacific coast behind a mountain barrier 
which opposed high altitudes and immense engineer- 
ing difficulties to rail transportation, gave rise to 
a series of peculiar problems. It was not until 
the opening of the Panama Canal that British 
Columbia experienced the rapid development which 
comes from increasing access to world markets and 
a great extension of the hinterland tributary to 
its metropolitan centre. Prior to that time the 
main stimulus to expansion had come indirectly 
through the prairie market. 

ma aie ee 
3.~THE_ Wortp CrrcuMSTANCES? 


The period in which Canadian Confederation 
was generated and developed was one of rapid 
change in world history. It has been characterized 
by J. H. Clapham as the age of “free trade and 
steel.” On the one hand, by the repeal of the corn 
laws, the navigation laws, and similar legislation, 
Great Britain gave up her old imperial policies and 
prepared to withdraw from many of her imperial 
obligations. Deprived of the preferential treatment 
of the old Imperialism, the British North American 
colonies sought readjustment to a changed world by 
means of a reciprocity treaty with the United 
States. Following Britain’s lead, other nations 


revised their trade policies and from_1860 to 1880_ 


the world achieved an unprecedented freedom of 
trade. 


|to be established on steam, rail, and steel. The 
vast technical transformation thus brought about 
gave rise to many problems for colonial countries, 
problems of new markets, new competitors, the 
search for new products, and of capital imports and 
mounting debts. 

The condition of depression and contraction in 
’ which the period opened gave way at the beginning 
of the 50’s to a new wave of prosperity. The flow 
of Australian and California gold brought in succes- 
sion lower interest rates, an outpouring of British 
capital to seek more profitable investment in new 
areas, and higher prices, while the new railway 
equipment which England had tried out in the 40’s 
was adopted with great rapidity, both in Europe 
and America. The Crimean War and the fortui- 
tously low yields of the European crops gave an 
extra advantage to agricultural exports. America 
participated with the rest of the world in a great 
investment boom which in America was more 
specifically a railway and settlement boom. In it 
the British North American colonies shared to 
a high, though uneven, degree because of the 
Reciprocity Treaty and the building of the Grand 
Trunk. Over-investment and financial strain 
brought the crisis of 1857, but~on~the whole~the 
years of depression were short and prosperity was 
soon recaptured. : 

The American Civil War and particularly the 
boom which followed in the reconstruction period 
after the war were important factors, not only in 
the world situation but in the particular circum- 
stances in which the British North American 
colonies found themselves. The sharp crisis of 
1866 was but a temporary halt in a major expan- 
sion which culminated in the crisis of 1873. 


4. Tur British NortrH AMERICAN COLONIES 


An extended description and analysis of the 
circumstances out of which Confederation developed 
is given in the study by Professor D. G. Creighton, 
British North America_at Confederation. It is 
necessary here only to emphasize certain economic 
factors which throw light on the subsequent course 
of development. 

The colonies shared in the world expansion of 
the 1850’s. High prices enabled lumber and wheat 
from the Province of Canada to overcome trans- 


portation barriers and reach European markets 
while the Reciprocity Treaty opened the booming 
market of the United States. The Maritime exports 
of lumber, fish, coal, and agricultural produce like- 
wise found wider markets and higher prices. 

. Money was cheap and the railway was proving 
a revolutionary instrument for the opening up of 
continental interiors. Originated in England it had 
a much greater role to play in America. The 
Grand Trunk was a Canadian project designed to 
supplement the St. Lawrence route and to tap the 
trafic of the Mississippi Valley. Through the 
European and North American Railway, the Mari- 
time Colonies hoped to draw trafic from the New 
England States. Both were bold projects and 
involved all the colonies in heavy government 
expenditures and heavy debts. 

Though basic raw-material production - still 
dominated, diversification of industry began and 
manufacturing developed, particularly in Canada 
West and Montreal, beyond the simple flour, 
lumber, woollen mill and distillery stage. A 
protectionist interest arose although A. T. Galt 
linked his tariff of “incidental protection” to govern- 
ment expenditures for the improvement of trans- 
portation. He represented it as a fiscal device by 
which the government, which had obligated itself 
heavily in the St. Lawrence canals and was assum- 
ing additional obligation for the construction of 
2,000 miles of railway in the 1850’s, could capture 
some of the gains which came to exporting groups 
through raised export and lowered import prices. 
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In British Columbia and Vancouver Island, on 
a smaller scale and in simpler pattern, the same 
processes were at work. The gold rushes culminat- 
ing in the Cariboo were the occasions for expansion, 
rapid increase in population, heavy expenditures 
on internal improvements, and, in relation to the 
scanty population, enormous government debts. 

In this expansion each colony had developed its 
own exports, planned its own transportation and 
settlement projects, and with the aid of the British 


government done its own borrowing. Intercolonial ~~ 


trade had been so small as to be of minor import-_ 
ance._The colonies w were economically separate and. 
isolated_u units though they hey faced common problems _ 
in 2 railways and had common interests i in access to 


aemeaiinantinieeitern tiieiniet eae eee 


ipbcntante e 

Prosperity continued into the 1860’s but it was 
less widespread and more variable. Population 
increased more slowly for the supply of new agri- 
cultural land was exhausted. Not until the next 
century were relative increases greater than those 
of 1851-1861 to be experienced. 


PrerceNTAGE INCREASES IN PoPpULATION 


1851-1861 1861-1871 
Prince Edward Island... .. .. .. 29 16 
INOVEL SEOUL Y Ee a. poste: See lle 20 ivi 
New Brunswick. . Goh iN A? Ra 30 13 
QuUcbeCaeays aunts clue iene com etn BRA, 25 a 
Ombario Poses 5 ee ak ere ee ane 47 16 
Canada ye SC wien. Peo a 32 15 


fA at 


Cuapter II 


BASIC NATIONAL DECISIONS 


1. THe Posrrion or 1867-1873 


At the outset the Dominion, though united 
politically, was economically made up of two groups 
of provinces, isolated from each other and lacking 
common economic life though sharing some common 
problems. Cast adrift twenty years earlier by the 
adoption of free trade in Great Britain, they had 
been rescued for the time being by rising prices, a 
high rate of investment, and by the United States 
market available to them through the Reciprocity 
Treaty. Now, without the benefit of that Treaty, 
they were fearful of the results of the loss of the 
United States market. New Brunswick and Central 
Canada had sent there exports of sawn lumber; 
Nova Scotia had sent coal and fish; and Central 
Canada had found sale for much agricultural 
produce. 

The ambitious canal and railway projects which 
were expected to tap the main streams of United 
States trade had palpably failed. The Grand 
Trunk did not even get entrance into Chicago until 
1880. 

The great attempt to gain prosperity through 
transportation facilities had loaded the new 
Dominion with a heavy debt. In 1867 the gross 
national debt was $93,000,000 and the net debt 
$76,000,000 or $21.87 per capita. Prior to 1867 the 
total government expenditures for canals, harbours, 
and railways had been not far short of $200,000,000. 
The sharp crises of 1857 and 1866 had given warn- 
ing of the variability of export prices, of the 
abruptness with which small colonial governments 
with pressing obligations could be shut out of the 
money markets, and of the lack of stability of 
government revenues derived almost entirely from 
customs duties. 

As Canadians looked across the border at the 
United States they saw rising prosperity historically 
associated with the moving frontier of settlement; 
active settlement, it was clear, meant active invest- 
ment, both on the frontier and in the older settle- 
ments and coast cities. When in 1867 they looked 
at their own Dominion they saw that the frontier 
of settlement had all but disappeared, the desirable 
agricultural land was completely occupied, and 
already there were signs that the area of new settle- 
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ment for Canadians in the next two decades would 
be found across the Detroit River. Progress and 
development, as the colonists knew them, were 
balked by the international boundary and the Cana- 
dian Shield. A population increase of 32 per cent, 
1851-1861, had been followed by a meagre increase 
of 15 per cent, 1861-1871. 

From the point of view of economic development 
much was hoped from Confederation.t It was 
expected that the whole, economically as politically, 
would be found to be greater than the sum of its 
parts. A larger unit of government promised 
broader financial resources and the greater borrow- 
ing power necessary to carry out still more 
ambitious railway policies. It was hoped that the 
new Dominion would in some measure find within 
itself a circulation of trade which might compensate 
for the loss of free access to the United States 
market. This hoped-for integration within a 
national economy—a strengthening of internal 
trade to replace weakened external trade—found 
expression in the repeated references to inter- 
provincial trade. It must always be borne in mind 
that the economic model to which Canadians 
looked was the United States and there they had 
seen a great internal expansion facilitated by canals 
and railways and expressing itself in widening 
frontiers and growing towns and metropolitan 
centres. As a great hinterland opened up, the rival 
Atlantic cities grew in size and wealth at unbeliev- 
able rates. 

It was this type of expansion for which citizens 
of the new Dominion hoped and it was this which 
spelled for them prosperity. And yet they were 
painfully aware that the new Dominion was very 
small, that the possibilities of its markets were 
meagre, and that the hopes for specialization and 
integration within it must necessarily be narrowly 
limited. Of escape from these narrow limitations 
there were but two possibilities—either a renewal 
of reciprocity with the United States which would 
permit an integration with that growing market, 
or the development of a new Canadian frontier 
through western expansion. 


1See D. G. Creighton, British North America at Con- 
federation. Section VIII. 


It was fairly clear also that within the new 
Dominion structure there were potential elements 
of conflict. It had been already seen that the 
interests of the Maritime Provinces and of Central 
Canada were by no means identical in the matter 
of railways. The most ambitious Maritime railway 
scheme had been that of the European and North 
American which was to be a link with the New 
England States. The Confederation alternative 
was the Intercolonial, and how far it would be 
effective in carrying Maritime products to the 


Central Canadian market was a matter of some | 


doubt. There was a threatening disparity in the 
views of the Maritime Provinces and of Central 
Canada on the tariff. It was not improbable that 
in the future the compromise of 1866 would 
disappear. It was not apparent in 1867, but it was 
inherent in the facts of development, that as 
metropolitan centres grew up there should emerge 
serious conflicts between regional centres and those 
which extended their influence over the whole 
Dominion. 


2. PRAIRIE SETTLEMENT 


In the period in which Confederation was 
planned and worked out, there were three decisions 
looking toward economic integration within a 
national economy—decisions which were so broad 
in scope and so important in effect that they 
continue to mark the main lines of national policy. 
Though they have been modified and recast from 
time to time, they can in their essential form be 
accepted as major facts in national economic 
development. 

The first of these decisions which was arrived at 
slowly between 1857 and 1869 was to acquire the 
British territory of the great central plain (Rupert’s 
Land and the Northwést Territory) as a Canadian 
frontier region. This decision which originated in 
the old Province of Canada was part and parcel 
of the Confederation plan but was not made 
effective until the new Dominion had been formed. 
Though it had political aspects of major import- 
ance its economic significance lay in the design to 
give to the new Dominion, hemmed in between the 
United States boundary heavily fortified by the 
Civil War customs duties and the unfriendly barrier 
of the Pre-Cambrian Shield, a region of frontier 
settlement capable of rapid development and cap- 
able in turn of stimulating development in other 
parts of the Dominion. This was to be the counter- 
part of the stimulus which the settlement of the 
Mississippi Valley had given to the economic 


15 


development of the United States. The new 
frontier region was to be tied to British Columbia 
on the west and to the Central and Maritime 
Provinces in the east. It was thus to serve as a 
link as well as an economic stimulus. Its acquisi- 
tion not merely implied enlarged inter-provincial 
trade but a great expansion which would permit 
integration of the type that was to be observed 
between the rising metropolitan centres of the 
United States and their hinterlands. 

From the point of view of settlement the 
Hudson’s Bay purchase was a distinct experiment. 
The evidence before the Select Committee of 1857 
had on the whole favoured Sir George Simpson’s 
contention that the western plains were unfit for 
agriculture. The hope for success was based largely 
on the rapid movement of the United States settle- 
ment into the great plains region. 

The Hudson’s Bay purchase was a major con- 
tribution to the building of the Dominion. “In 
truth,” writes Chester Martin, “the transfer of 
1870 marked a revolution . . . in the very nature 
of the Canadian federation. It transformed the 
original Dominion from a federation of equal proy- 
inces, each . . . vested with its own lands, into a 
veritable empire in its own right with a domain of 
public lands five times the area of the original 
Dominion under direct federal administration.’ 

It was significant of the national purposes behind 
the Hudson’s Bay purchase that the public lands 
of the new territory were to be “administered by 
the Government. of Canada for the purposes of the 
Dominion.” Of these “purposes of the Dominion,” 
two transcended all others—railways and settle- 
ment. Those public lands were to provide the 
railways which would link the scattered regions of 
the Dominion and were to encourage the settle- 
ment which would in turn support the railways 
and give stimulus to the older regions. In 1929 
it was officially declared that these “purposes of 
the Dominion” had been fulfilled and the process 
of returning the remaining public lands to the 
Prairie Provinces began.? 

These declared “purposes of the Dominion” make 
clear the nature of the decision for the settlement 
of the Prairie region. They indicate also what 
contribution the new frontier of settlement was 
expected to make toward the reviving of invest- 
ment and the enlarging of the economic circulation 
within the country. 


2 Chester Martin, Dominion Lands Policy, in tbat ss el ome 
Frontiers of Settlement ”, Vol. II, (Toronto: 1938), p. 
8 Tbid., p. 228. 
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3, AtL-CANADIAN TRANSPORTATION 


The first decision implied a second—a new trans- 
portation policy. It implied the construction of a 
transcontinental railway. When this second deci- 
sion, however, was finally given form it was not 
merely for a transcontinental railway but for all- 
Canadian routes of transport. This decision meant 
that costs of construction were increased and that 
larger participation by the government would be 
necessary. 

The construction of a transcontinental railway 
system was like the former decision essentially a 
part of the Confederation plan. Aside from the 
promise of the Intercolonial to the Maritime Prov- 
inces and a specific undertaking to British Columbia 
for the construction of the Canadian Pacific Rail- 
way, the very existence of the Dominion implied 
the development of transcontinental transport. To 
British Columbia, then mired in the gold rush 
débacle, transcontinental transportation opened an 
era which has continued to the present to be largely 
moulded and dominated by transportation costs. 
Economically the Canadian Pacific Railway project 
was another phase of the plan to unite and integrate 
the separate regions into something approaching a 
British North American economy. 

The new transportation policy represented a new 
strategy of transport. The era of the St. Lawrence- 
Grand Trunk project was over. Though enormous 
costs had been assumed it had failed to tap the 
Mississippi Valley. It is significant that in 1862 
Edward Watkin, coming to Canada to form plans 
for rehabilitating the almost bankrupt Grand Trunk 
Railway, developed a project for building the Inter- 
colonial Railway as an extension of the Grand 
Trunk to the Maritime Provinces and for under- 
taking a transcontinental expansion to the Pacific. 
It was a time when westward extension of railways 
was popular, for the Union Pacific was chartered 
in 1862 and the Northern Pacific in 1864. Watkin’s 
project, which came to nothing, was an indication 
of the new railway strategy—the projection of 
all-Canadian routes, the development of a broader 
Canadian hinterland. 

Government participation in transport invest- 
ment was already an established tradition. The 
facts of the new projects made it even more 
necessary than before. When finally the contract 
for the Canadian Pacific Railway was made, it 
was generally agreed that the government contri- 
bution by land and cash subsidies and by protective 


*See D. G. Creighton, British North America at Oon- 
federation. Section IX. 


privileges was necessary to induce the construction 
of the road entirely through Canadian territory. A 
substantial part of the cost of the new transporta- 
tion policy was accepted as a national overhead 
and so it was with later railway projects. The 
forms of government aid and government obligation 
changed with shifting conditions and changing 
financial fashions, but the acceptance of a large 
portion of the cost of all-Canadian transportation 
routes as a national overhead cost has persisted to 
the present. That acceptance carried with it the 
unequal allocation of those overhead costs to the 
regions of Canada through the structure of railway 
rates, a structure determined in part by policy but 
mainly by uncontrollable economic circumstances. 

The older transport strategy was not entirely 
given up but it was relegated to a subordinate place. 


.The Grand Trunk Railway finally gained access to 


Chicago in 1880. The St. Lawrence canals have 
been continuously improved and deepened. 

The full significance of the decision for all- 
Canadian transportation routes and its relation to 
other national policies will not be fully appreciated 
unless it 1s remembered that the period in which 
the decision was taken was the one in which the 
railway was the major instrument of economic 
expansion and that the continent of North America, 
with its meagre coastal plains and vast interior 
basin, was the one on which railways have played 
their greatest role. 

The transportation policy was designed to harness 
this great new instrument of economic expansion to 
the task of developing a Canadian national economy 
which, while still tied to world markets, would have 
some unified life and circulation within itself. 


4. ANTICIPATIONS 


What was hoped from these new policies can be 
indicated by quoting from the Budget Speech of 
Samuel Leonard Tilley on April 1, 1873. In justify- 
ing the proposal of ambitious expenditures of 
$10,000,000 on the Intercolonial, $30,000,000 on the 
Pacific Railway, and $20,000,000 on canals, he 
referred to the great benefits which would come to 
all parts of the Dominion as a result of these 
national investments. ‘Coming further east still, 
let us but have our canal system completed, our 
connection with the Pacific Railway at the head 
of Lake Superior, the Northwest becoming rapidly 
settled, the exports of the settlers passing through 
our canals and the whole system of the Ontario 
railways complete, and the result will be that the 
trade of the city of Toronto which has doubled in 


five years will be quadrupled, and the case will be 
the same with Hamilton, London, and other cities 
in the West. Such will be the direct and indirect 
results of these great facilities, and is it unreason- 
able to suppose that there will be increased ability 
to contribute to the revenues of the Dominion?” 
Similar benefits were to accrue to the other prov- 
inces and in all of them increased trade and 
increased investment would provide sources from 
which the Dominion government could recoup itself 
for its investment. 


5. INDUSTRIALIZATION BY PROTECTIVE TARIFFS 


The third decision was reached more slowly and 
with more hesitation. It had not, like the other 
two, been forecast at Confederation. When the 
so-called National Policy was translated into law 
in 1879 a definite decision was taken for the 
promotion of industrialization within Canada 
through the means of protective customs duties. 
This decision has been the subject of much con- 
troversy and has been frequently attacked. It has, 
however, never been reversed nor indeed very 
‘seriously modified. Our concern here is not with 
the justification or merit of the decision, nor with 
its origin, but with its important implications for 
the development of a Canadian national economy. 

An earlier version of a protective policy had 
been experienced in Central Canada under A. T. 
Galt’s “Incidental Protection,’ under which the 
main list of dutiable imports was taxed at the rate 
of 20 per cent. His justification of his policy was 
significant. Because of government expenditures 
on the improvement of transportation by land and 
water, producers’ prices of exports had been 
increased and consumers’ prices of imports had been 
decreased. It was, he said, desirable that, through 
higher customs duties, part of this national gain 
should accrue to the government to meet the debts 
which it had incurred, that part should go to the 
local manufacturer to offset in part the lowering 
of his natural protection, and that the remainder 
only should go to the export producer.5 ‘The rela- 
tion which Galt emphasized between fiscal policy 
and transportation policy and the relation also to 
a program of industrialization are significant. 

To make Confederation possible the tariff of 
Central Canada was reduced in 1866 so that the 
main list of dutiable imports on which 20 per cent 
had previously been imposed was now subjected 
to 15 per cent duties. This was a distinct change 


5 Sessional Papers of Canada, 1862, No. 23. 
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in policy and was represented so by A. T. Galt, the 
Finance Minister, in his Budget Speech. ‘The 
policy of this country has been to make every 
article of natural production imported into the proy- 
ince free and for revenue purposes to impose duties 
on all those manufactured articles which it was 
thought were able to bear the burden, affording 
at the same time an incidental amount of protec- 
tion to our own manufacturers. Now we propose 
to decrease the duties on the largest class of manu- 
factured goods entering the country and to take 
them off altogether from those articles which, to a 
great extent, enter into the manufacture of other 
articles in this country.” He represented his earlier 
policy as temporary. “And I hope the day will 
come, notwithstanding the sneer of the honourable 
gentleman, when he as Finance Minister, or some- 
one whom he can support, may be able to make a 
clean sweep of all customs duties on manufactured 
goods.” 

The purpose of this change of policy was made 
clearer by Sir John Rose in his Budget Speech of 
April 28, 1868, “ . . . our desire is to make as few 
changes in the tariff as possible. We desire that 
these should be in the direction of conciliating our 
friends in the Maritime Provinces, and, further, 
we desire not to restrict our intercourse with the 
United States at the present moment... We 
propose to take the duty off flour, meal, grain, and 
breadstufis of all kinds. (Hear! Hear! from Nova 
Scotia members)” 

Examination of the Census of 1871 reveals that 
Canada had made some progress along the path 
of industrialization. Few of her important indus- 
tries were, however, dependent on the very slight 
tariff protection of those days. When measured 
according to the number of employees, about 12 
per cent of the industries listed as manufactures 
were obviously of the naturally sheltered type 
—shopcrafts and local services not exposed to 
external competition. About 48 per cent were 
industries carrying on the initial processing of 
domestic raw materials. Saw-milling constituted 
one-half of this group. While some duties were 
imposed on imports of these products, these manu- 
facturing industries were with slight exception 
quite independent of tariff protection. The 
remaining manufacturing industries, including 45 
per cent of all those employed in manufactures, 
embraced also certain sheltered industries, though 
less obviously so, and others dependent on the 
home market and subject to foreign competition. 
Their relation to the tariff can be studied in the 
following table:— 
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TABLE 1 


Manufacturing (Other than Domestic-Raw-Material Processing and Obviously Sheltered) Industries, Canada, 1871 


SEE 


Imports Relatively Large 


Industry Employees Aaya 
SUCAT Eetim ges me Mabe asso ele 359 44% + 
WooliMextilese Marais cient an etlek 4,464 15% 
Cotton wlextiles Gen wie suersid cas eon aise 745 15% 
Hardware and) OOlsne Gist ns, iirsbanese 573 15% 
Relling Mills Sekar ee ms Ab ON 762 u5vG 
Tron Smelting and Steel.............. 624 Free 
PaperiFactories,.c oun: cage s.- sce 760 15% 

8,287 
Totalished aun serie ies 


ec  Y 


69 , 766 : , 
87,081 =45% of employees in all manufacturing. 


Imports Relatively Small (less than 10% of production ) 


Tariff 
Industry Employees Rate* 
Tobaccouworkingren peer eee eon ee 2,216 50%t 
Boots iand Shoese. . Hee setae snleiis ek 18,719 o 
Saddle and Harness Making.......... 2,667 15% 
CloGRing Wes we thee erent ante 17,1238 15% 
Agricultural Implements............. 2,546 15% 
Boilers, Tanks, and Engines.......... 1,265 15% 
Railway Cars (parts imported)........ 175 15% 
Foundries and Machines............. 7,653 15% 
Carriage Making 0.200 ois Selena 4,849 15% 
SUTMItUTe gn vei evra aes ade cine set ee 4,366 15% 
61,479 


*Simply the tariff rate and not the rate of protection on conversion costs. 
+These rates are in part compensatory for high revenue duties on raw materials. 


It will be noted that of the manufacturing 
industries In which imports were large relative to 
domestic production, only the woollen industry 
employed a considerable number of workers. Here 
it is probably true that the products of the small 
local woollen mills did not compete directly with 
the imported woollen textiles which were products 
of different types and qualities. By far the greater 
number of employees are to be found in those 
manufacturing industries where imports were 
relatively small and where competition from abroad 
was negligible. Some of these industries were 
little more than shopcrafts and were probably of 
the sheltered type. Some, turning out heavy and 
bulky products, were protected by transportation 
costs, and in others cheap British materials made 
possible low costs of production. 

Though the colonies in 1866 had faced a threat- 
ening outlook, the years immediately following 
Confederation were bright with rising prosperity. 
The Civil War in the United States was followed 
by a reconstruction boom which was topped after 
1870 by what Europeans of the day called “the 
Prussian Boom.” Prices and business activity 
reached a peak in 1873 and, with the Vienna crash 
in May of that year, there began the period to 
which the generation before our own had given the 
name of the Great Depression. 

That depression was most characteristically 
marked by a great and persistent fall in prices, 
and marked also by severe stringency in the money 
market following extravagant over-investment, 


particularly in railways. New countries such as 
Canada were, however, in relatively favourable 
positions. Because of great reductions in the cost 
of transportation and in the cost of production of 
British manufactures, the prices of their imports 
fell more rapidly than those of their exports and 
throughout the whole period the terms of trade 
changed favourably. The most serious effect of 
the depression was that capital markets were tied 
up and the great investment projects, such as that 
of the Pacific Railway in Canada, had to be post- 
poned or curtailed. 

Though imports and customs revenue were fairly 
well maintained until 1875, increased expenditures 
and inability to borrow forced the Canadian govern- 
ment to raise the customs tariff in 1874, the 15 per 
cent list being increased to 174 per cent. 

Lumber exports suffered and agricultural districts 
dependent on the lumber industry were depressed. 
In the main, however, the depression was com- 
mercial and fell particularly on the distributive 
trades which were harassed continuously by the 
problem of holding inventories under falling prices. 
It was not until after 1875 that the full severity 
of the depression was felt in Canada and then it 
was intensified by crop failures. 

Current views on a protective tariff and on the 
industrialization of the country are revealed in the 
evidence before the Select Committee of 18766 
Witnesses appearing before the Committee were 


6 Appendix (3) to the Journals of the House of Commons, 
Canada, 1876. 


surprisingly in agreement. The most desirable of 
all conditions was unrestricted reciprocity with the 
United States. If, however, the United States 
market was to remain closed to them, most of 
them favoured protection in the home market. If 
access to the United States market was possible, 
they were confident that with increased specializa- 
tion they could compete profitably, but if restricted 
to the home market they could not share it with 
others. 

The fundamental facts apparently were that 
United States industry had not yet reached its 
later stage of mass production. Its costs had been 
raised substantially by the high protection inherited 
from the Civil War period and industry generally 
was handicapped by the high costs of iron and steel. 
The Greenback period had left also an inheritance 
of inflated labour costs. Great Britain was the 
great industrial country and imports of iron and 
steel from Great Britain gave many Canadian 
manufacturers a distinct advantage over those of 
the United States. In milling, in the boot and shoe 
industry, the agricultural implement industry, and 
in the manufacture of steam engines and foundry 
products, competition from abroad was not a 
serious problem. There were heavy imports in 
woollen knit goods and woollen cloth from Great 
Britain and in cotton textiles from the United 
States, but the manufacturers were confident that, 
with access to the United States market, greater 
specialization and the advantage of cheaper English 
machinery would enable them to compete profit- 
ably. Aside from the report of the Committee 
itself, the evidence of witnesses makes clear that 
the protective tariff as an instrument for indus- 
trialization was only a second best to unrestricted 
reciprocity with the United States. 

The tariff introduced in 1879 was, of course, like 
all other tariffs a result of diverse pressures and 
interests. The legislation, however, from a long- 
term point of view represented a decision to 
promote industrialization in terms of a Canadian 
rather than a North American market. Hope for 
reciprocity had faded and the government, with 
electoral support, decided to increase drastically the 
' protection afforded by the customs tariff. The 
new protection given was widespread. ‘We have 
endeavoured,” said the Finance Minister, “to meet 
every possible interest.” 

The previous tariff (1874) had been a simple 
one.’ Almost all rates were ad valorem. Primary 
products were free; semi-manufactured goods 
carried rates of 5 or 10 per cent; the main list of 
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manufactures was dutiable at 174 per cent, and 
a few revenue or luxury articles were taxed at 
higher rates. The tariff of 1879 was much more 
elaborate in its classification. Specific duties were 
used to supplement ad valorem rates in the most 
highly protective schedules. Rates were differen- 
tiated according to the degree of processing and 
extended from 10 per cent on slightly processed 
goods to 30 per cent on finished goods. Some 
articles carried even higher rates. 

The most important increases affected those 
industries for which competing imports had been 
large, cotton and woollen textiles, and iron and 
steel products. Under the previous tariff almost 
all textiles had been subject to 174 per cent. duty. 
Under the new tariff, the ad valorem equivalents 
(calculated on import valuations, 1879-80) of the 
new duties on individual cotton-textile items 
ranged from 20 to 34:4 per cent. On the major 
items, uncoloured and coloured piece-goods, the 
average rates were 27:6 and 30°9 per cent. Silk 
piece-goods carried a 30 per cent rate. The major 


woollen textile items carried rates equivalent on 


the imports of 1879-80 to 31:4 per cent. Blankets, 
which were imported only to a small extent, com- 
peted directly with the products of local mills and 
were subject to a rate equivalent to 41°4 per cent, 
while woollen dress goods, not highly competitive, 
were taxed at 20 per cent only. 

Primary iron and steel products (furnace and 
rolling-mill products) had under the previous tariff 
been free or dutiable at 5 per cent. Under the 
tariff of 1879, only steel ingots, steel rails, and fish- 
plates were free. Pig iron was taxed 124 per cent, 
iron rails and fish-plates, etc., 15 and 174 per cent 
respectively, and other products in the group from 
10 to 174 per cent. The duties on castings and 
forgings, and boilers, tanks and engines, which, 
under the transportation cost and lack of standard- 
ization of the day, were sheltered, were increased 
from 174 to 25 per cent. Agricultural implements 
moved up from 174 to 25 per cent and machinery 
increased from 10 and 174 per cent to 25 per cent, 
except textile machinery which was free. The 
most competitive nail items moved up from 174 
per cent to 30 and 324 per cent. while wire increased 
from 5 to 15 per cent. Hardware, in which United 
States imports were important, changed from a 
174 to a 380 per cent rate except that woodscrews, 
which the firm of Nettlefold & Chamberlain of 
Birmingham had been accused of dumping in 
Canada in 1876, were increased in rate from 174 
to 35 per cent. 
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The small petroleum industry in western Ontario 
was encouraged by a rate of 35°8 per cent on 
petroleum products generally, and one of 37°7 on 
kerosene. Manufactured gypsum was given a rate 
of 47-7 per cent. Salt (except British salt for the 
fisheries) paid 46 per cent. 

Wood products carried rates ranging from 20 per 
cent on lumber and shingles (of which Canada was 
an exporter) to 35 per cent on furniture. Boots 
and shoes, and harness and saddlery, in which Cana- 
dian producers had almost all the Canadian market, 
were given rates of 25 per cent. The agricultural 
interest was not forgotten, though for only a few 
commodities could protection have been more than 
nominal. Duties imposed ranged from the 
equivalent of 94 per cent on wheat flour to 38:1 
per cent on peaches. Pork, one of the most 
important items for lumber and construction camps, 
was taxed 18:7 per cent. 


Nova Scotia had its most specific share in the 
tariff of 1879 in the duty of 50 cents a ton imposed 


on coal, a duty which was increased to 60 cents. 


in 1880. In 1887, inspired by a desire to foster 
an iron and steel industry such as that assuming 
impressive proportions in the United States and 
also by a desire to overcome Nova Scotian grumb- 
ling and threats of secession, the government sub- 
stantially increased the duties on iron and steel. 
These increased duties were in addition to bounties 
established in 1883. Not only were rates increased 
(in a number of cases doubled), but many ad 
valorem rates were replaced by specific rates. The 
lattter gave an increasing protection as iron and 
steel prices fell rapidly in the next decade. The 
rate on iron and steel “not otherwise provided for,” 
indicative of rates on iron and steel generally, had 
been raised from 20 to 30 per cent. 

By 1887 the national policy of tariff protection 
had reached a fairly complete form, though in 1894 
some reduction and readjustments were made in 
the iron and steel schedule. Though reciprocity 
with the United States was still put forward by 
the government as the most desirable policy (a 
direct offer was made in the tariff of 1879), it ceased 
to be a possibility of great practical importance. 
The protective system was firmly established in 
Canada. 

The facts of these tariff changes have been set 
out in some detail in order to avoid misleading 
averages and yet make clear how comprehensive 
and great were the increases in protection in these 
years. The rates quoted are merely rates of duties. 
Free entry of raw materials and lower rates on 


equipment and fabricating parts and materials 
made the rates of net protection on Canadian 
processing very much higher. 


It should be borne in mind that the greatly 
increased tariff protection set up in 1879-87, came 
at a period when transportation rates were falling 
and when rail facilities were being extended. 
Further, prices of imports (excluding the duty) 
were falling more rapidly than prices of exports. 
The impact of the new duties was thereby lessened. 
For a brief period of rising prices, 1879-83, the 
impact of the new high duties was great; when the 
decline was resumed, their effect was moderated, 
except for those numerous items to which specific 
rates applied. 


This decision for industrialization by means of 
the protective tariff was definitely related to the 
settlement policy; it was to be a means by which 
the new market, which it was hoped would open 
up in the west, would be available to the other 
regions. The decision was definitely related also 
to the transportation policy for Canadian indus- 
trialization promoted the east-west traffic which 
was important for transcontinental railways. This 
is a relation which recurs from time to time in 
Canadian history. In a later period when the 
demand for tariff reduction became insistent, the 
policy of preferential rates on imports from the 
United Kingdom had the advantage from this point 
of view that it combined tariff reduction with a 
protection to east-west traffic. Still later the addi- 
tional 10 per cent reduction under the British 
preference on goods shipped directly to Canadian 
ports was another phase of the same policy. 


It was significant also for later history that the 
tariff policy had been profoundly influenced by the 
policy of the United States. Frequently in later 
periods Canadian tariff policy was to be affected by 
changes in the attitudes of the United States. For 
certain areas and certain industries in Canada the 
United States market has been at times all 
important. In contrast, changes in Canadian trade 
policy have usually been of slight importance to the 
United States. As a result United States policy 
toward Canadian trade has been subject to frequent 
and unpredictable changes and such changes have 
been occasions for the further promotion of a Cana- 
dian, or at times a British, as against a North 
American, economic integration. 

The new protectionist policy intensified, broadly 
speaking, industrial trends already visible. It 
fostered manufacturing development in Ontario 
and Quebec on a larger scale than hitherto. 


Naturally sheltered local industries were declining 
and were replaced by larger-scale industry pro- 
tected against growing competition from the United 
States. The development of British Columbia and 
the prairie region had not gone far enough to be 
greatly influenced. To the Maritime Provinces, 
the change in tariff policy came in a critical period 
of transition and contraction. 

The economic hopes of the Maritime Provinces 
in Confederation were that a larger territory and 
population would be made tributary to their ports 
and shipping, that, on the basis of their coal, local 
manufacturing industries would be _ established, 
and that St. Lawrence markets would be opened 
for their products and those which they imported 
from the West Indies.‘ By the 1880’s it was 
evident there was to be but partial realization of 
these hopes. 

The railways and steamships took away the 
traffic of the small ports which depended on the 
sailing vessels and, while Halifax and Saint John 
were the gainers, these larger ports competed 
unequally with New York and Montreal. The 
shipping and shipbuilding interests of the Maritime 
Provinces were based on the wooden sailing ship 
and the wooden ship had its last boom in the 
period during and after the Civil War. From the 
seventies on, it declined rapidly before the steam- 
ship and with it declined the shipbuilding and the 
carrying trade of the Maritime Provinces. 

Both in trade and shipping, the West Indies held 
an important place for the Maritime Provinces, 
particularly Nova Scotia. In the latter part of the 
nineteenth century the economic position of the 
West Indies declined not only relatively but abso- 
lutely. In the 1880’s and 1890’s the decline of the 
cane-sugar islands was extreme. By 1880 beet sugar 
accounted for nearly half of the world’s sugar supply 
and by 1900 more than two-thirds. Exports of 
sugar from the British West Indies were nearly 
£7,000,000 in 1882 and less than £3,000,000 in 1895. 
In so far as the Maritime Provinces were dependent 
on the West Indian trade, they shared in the 
depression of a declining area. 


™See D. G. Creighton, British North America at Oon- 
federation. Section VIII. 
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These changes and others were reflected in the 
disappearance of population increases for the Mari- 
time Provinces as a whole and in the absolute 
decline of population in many parts. It is of the 
greatest significance that a highly protective tariff 


Rates or IncrEASE IN PopuLation, MaritIME Provinces, 
1851-1901 


1851-61—24-6 % 1881-91—1-1% 

1861-71—15-5% 1891- 

1871-81—13-5% 1901—1-5% 
was imposed just at the time when the Maritime 
Provinces were seeking re-orientation of their export 
trade and were pressed by the difficult problems of 
declining populations. These difficulties did not 
originate in the tariff but were unquestionably 
intensified by its imposition. 

On the other hand, the tariff did something 
to stimulate the development of manufacturing 
industry on the basis of Maritime coal, though in 
the main, coal moved to the St. Lawrence valley 
rather than industry to the coal. The iron and 
steel industry, including the railway-car industry, 
obtained a foothold and was ready for the expan- 
sion which railway construction brought after 1900. 
Woollen mills, cotton factories, sugar refineries and 
glass works were set up behind the protective tariff 
but, as the scale of industry increased, larger plants 
in the St. Lawrence valley were able to market 
goods in the Maritime Provinces, while only a few 
Maritime plants were able with profit to reach the 
St. Lawrence markets. The home-market indus- 
tries developed were an inadequate substitute for 
the loss of export trade and shipping. 


It is not suggested that these national decisions 
were taken by governments, or still less by elec- 
torates, in full consciousness of their implications, 
nor that the inter-relations among them were fully 
appreciated. They were in large measure the 
outcome of conflicts of interest and, to some extent, 
of political expediency. There is, however, suffi- 
cient contemporary evidence to show that they were 
related and that some, at least, of their implica- 
tions were apprehended, though not at all times. 
The logic of circumstances was to give them a 
broad unity and during the subsequent course of 
development they were, in forms modified and 
extended, to be the major elements of policy in the 
structure of the Canadian economy. 


Cuapter III 


A CHANGE IN CIRCUMSTANCES 


This Canadian project of economic expansion 
and of increased integration within the country 
was set up in the period of the Great Depression. 
Circumstances had been favourable to expansion 
in the 1850’s but in the 1870’s and 1880's they 
were adverse. 

The spectacular period of railway investment, 
dominated by British capital export, British coal 
and iron, and British engineering and promotion 
came to a crashing end in the crisis of 1873. There- 
after, for the next two decades, British capital 
turned more to home investment and to the exten- 
sion and modernization of British industry. Of 
the reduced capital export, however, less went to 
continental Europe and the United States and 
larger fractions to Canada, the Argentine, South 
Africa, and Australia.8 All over the world industry 
experienced difficulty in adjusting itself to con- 
tinually falling prices and declining rates of invest- 
ment. 

On debtor countries, which were exporters of 
foodstuffs and raw materials, the burden of falling 
prices was heavy. In overseas countries, such as 
Canada, it was partly offset by declining costs of 
rail and water transportation and reduced factory 
prices for British manufactures. Thus, even though 
falling prices and the opening of new wheat lands 
in the United States, tapped by the new railways, 
ousted wheat from its dominant position among 
Canada’s exports and forced greater dependence on 
animal products, the prices of Canadian exports in 
terms of prices of imports rose by nearly 50 per 
cent between 1873 and 1893. But the offset 
was not enough and progress was slow and 
disappointing. 

By 1873 the area of the new Dominion was 
complete and by 1887, within a framework of 
national policies, an ambitious project of national 
development had been laid out. But though there 
was moderate growth, the expected rapid expansion 
of the economy and the desired repercussions and 
integration failed to appear. In the early 1890's 
neither the value nor the volume of exports per 
capita was higher than it had been twenty years 


8W. W. Rostow, “Investment and The Great Depression”, 
Economic History Review, May, 1938 
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earlier. Population increases of 17 per cent, 1871- 
1881, and 12 per cent, 1881-1891, were disappoint- 
ing in comparison with an increase of 32 per cent 
in British North America during 1851-1861, and 
with one of 30 per cent for the United States, 
during 1881-1891. In the 1880’s emigration from 
Canada to the United States (including that of 
recent immigrants to Canada) totalled over a 
million. After a brief rise during the construction 
of the Canadian Pacific Railway, immigration and 
homestead entries fell to miserable figures of 17,000 
and 1,800 respectively in 1896. The returns were 
meagre and the costs heavy, for by 1896 the net 
debt of the Dominion, which in 1868 had been $22 
per capita, had risen to $51. Thanks to a falling 
rate of interest, debt charges per capita had risen 
only from $1.28 to $2.07. 

The record was disappointing and belied the fair 
prophecies with which the national policies had 
been launched. But about the middle of the 1890’s 
circumstances turned favourable and the promised 
expansion, which was to broaden the Canadian 
economy and to give it interdependence and organic 
unity, set in. 

In the great creditor countries, particularly 
Great Britain, rising prices and low interest rates 
promoted an increase in investment in all parts 
of the world and a renewed outflow of British 
capital to under-developed debtor countries. To 
this, increased gold output in South Africa, con- 
sequent on the application of a new technique of 
recovery to the ores of the Rand, and the expansion 
of British credit associated with the Goschen con- 
version of 1888, were contributing causes. The 
combination of rising prices (especially for food- 
stuffs) with low interest rates made it possible for 
pioneer countries, deficient in capital but rich in 
resources, to borrow more cheaply and to sell their 
exports more profitably after paying the rapidly 
declining transportation costs. The importation of 
capital provided, further, foreign exchange for 
merchandise imports from the creditor countries. 
In the ensuing period of expansion, increases in 
commodity prices, investment valuations, rates of 
investment, capital movements, and in interna- 
tional trade were characteristic features. 


The large-scale development of the steel industry, 
in United States, Germany, Great Britain, and 
France, had made possible a new machine age, 
another industrial revolution, which _ greatly 
increased the demand for capital. The consequent 
rise in the manufacturing industries, particularly 
heavy industries consuming large quantities of coal, 
carried forward swiftly the process of industrializa- 
tion which had been going on for a century. With 
industrialization went a rapid increase in urbaniza- 
tion and an increasing demand by the highly 
industrialized countries for food and raw materials. 
Though the railway era was complete in the older 
countries, another phase had still to appear in the 
newer countries. 

Some economic measure of the shift in circum- 
stances may be seen in the table which follows. 
The disproportionate decline in iron and steel prices 
meant a cheapening in cost of the most important 
investment goods. Thanks to increased indus- 
trialization in European countries and a revolu- 
tionary fall in transportation costs, prices of 
agricultural exports gained relatively. A reduced 
rate of interest was a further stimulus to the 
revival of investment in new countries. In the 
period of expansion which followed, the increase 
in agricultural prices was disproportionately large 
while that in iron and steel prices was small. The 
increases in transportation costs and interest rates 
in this second period, though relatively large were 
from so low a base as to be ineffective deterrents 
to the investment boom. 


TABLE 2 
Changes in Price Trends, 1872-1911 


Percentage | Percentage | Percentage 
decreases increases | increases (++) 
— 1872-74 1896-97 or decreases 
to to (—) 1872-74 
1896-97 1911-13 to 1911-13 
Prices of Iron and Steel. .| 58 (1897-98) 11 —53 
Grains and Flour....... 45 63 a ik 
Animals and Meats..... 31 83 +26 
Dairy Products......... 30 67 +17 
Yields on U.K. Consols. .| 26 (1897) 39 mail 
Ocean Freights 
Montreal to Liverpool.| 85 (1903-4) 144 —63 
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Canadian hopes were fixed on prairie settlement 
and expansion. Here certain specific factors turned 
favourable. After the railway had been provided, 
settlement was held back by high transportation 
costs in relation to the price of wheat, the chief 
plant, other than native grasses, sufficiently drought- 
resistant to flourish. It was held back also by the 
deficiency of rainfall and the short growing season 
characteristic of the prairie region. By 1900 the 
development of the dry-farming technique of 
summer-fallowing, and the adoption of Red Fyfe 
wheat had gone far to overcome the last two 
obstacles.9 After 1896 the rise in the Liverpool 
price of wheat in the face of the continuance ot 
the long fall in transportation costs from 1873 to 
1904 removed the other. Western expansion began 
in earnest. 

There were other forces of expansion as well. 
Mining developments in the Kootenay district of 
British Columbia, the discovery of the Sudbury 
nickel deposits, and the small beginnings of the 
pulp and paper industry added their stimulus. The 
Klondyke gold rush gave both a real and psycho- 
logical impetus to investment.19 But the driving 
force behind the new period was wheat and the 
wheat-growing region. It gave an economic unity 
to the country not hitherto experienced and built 
up a degree of interdependence between its different 
regions which was in sharp contrast to the isolation 
of the separate economic regions which had united 
in 1867. 


9A.8. Morton, History of Prairie Settlement, in series “Cana- 
dian Frontiers of Settlement,’ Vol. II (Toronto: 1938), ch. V. 


10H. A. Innis, Settlement and the Mining Frontier, in series 
“Canadian Frontiers of Settlement”, Vol. IX, (Toronto: 1936), 
p. 269. 


CuaptTer IV 


THE ECONOMY IN EXPANSION, 1895-1920 


Out of this conjuncture of favourable circum- 
stances came twenty-five years of expansion such 
as had not been achieved before by the Canadian 
economy. With expansion came also greatly 
increased inter-regional trade and investment. 


1. THrt MaGniTrupE AND Basis or EXPANSION 


The magnitude of the expansion is evident even 
by the simplest measurements. Whereas the 
population of the Dominion had increased by 24 
per cent from 1881 to 1901, it grew by 64 per cent 
in the succeeding twenty years. Nearly half of 
the total increase occurred in the Prairie Provinces, 
21 and 22 per cent in Quebec and Ontario, 10 per 
cent in British Columbia and 3 per cent in the 
Maritime Provinces. The rates of increase were 
greatly above the rate for the whole country in 
the Prairie Provinces and British Columbia and 
below the Dominion rate in Quebec and Ontario. 
They were much lower in the Maritime Provinces, 
and Prince Edward Island suffered a decrease in 
population. The farm area of the Dominion, which 
had increased by less than one-third 1881-1901, 
expanded by 125 per cent, 1901-1921. Improved 
acreage increased by 130 per cent, 1901-1921, in 
comparison with an increase of about 40 per cent, 
1881-1901. The value of field crops increased by 
50 per cent in the earlier period and (with the aid 
of much higher prices) almost quadrupled in the 
second. The expansion was not, of course, uniform 
throughout Canada. Western competition accent- 
uated a decline in established grain-producing areas 
in Ontario and Nova Scotia. The value of exports 
of wood and paper products was multiplied by nine. 
External trade per capita was multiplied by four. 
The last three changes noted were exaggerated by 
the great rise in prices but in all instances, the rise, 
both in dollar value and in physical quantity, was 
very marked. 

The most fundamental single characteristic of 
the period was a high rate of investment induced 
by improved expectations of profit from the exploit- 
ation of natural resources, which had been newly 
discovered, newly tapped by the extending rail- 
ways, subjected to new productive techniques, or 
converted into profit possibilities by favourable 
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shifts in costs and prices. Overwhelmingly most 
important were the wheat lands of the Prairie 
Provinces. Prospective profitableness in the exploit- 
ing industries created markets for other industries 
and for a time investment fed on itself. 

So high a rate of investment was made possible 
by a huge import of capital from abroad. In 1901, 
British and foreign investments in Canada were 
estimated to be $1,232 million; in 1921, the esti- 
mated amount was $4,906 million. During the 
pre-war period, it was this import of capital which 
made great prosperity possible and the expansion 
of the economy was dependent on it. 

This great importation of capital, at a time when 
world prices were rising and when the rise was 
biased in favour of farm products as against iron 
and steel and manufactured goods (see Table 2), 
induced a still more rapid rise of prices in Canada. 
This made it progressively easier to carry the heavy 
overhead costs (specifically interest charges) in- 
curred in the development of resources. While the 
prices of both Canadian exports and imports were 
rising, export prices rose more rapidly and through- 
out most of the period the purchasing power of 
Canadian exports over imports was increasing. The 
heavy immigration, which marked the pre-war 
period, contributed greatly to the mobility of labour 
and tempered the rise of costs and prices. Its effect 
did not cease, with its sharp decline in 1914, for 
many of the immigrant population had at that date 
not permanently settled. Though officially recorded 
as “arrived” in the pre-war period, they were only 
drawn into permanent occupation in the later 
years. 

The emergence during the pre-war period of a 
heavy balance of merchandise imports was an 
indication of the high proportion of the total 
Canadian production plus imports which was being 
retained for consumption and capital purposes 
within the country; of it a greatly increased share 
went into capital equipment. 

Table 3 sets out the main elements in the 
Canadian development of this period. Rising 
merchandise exports can be taken as indicative of 
the increased profitability of applying capital and 
new techniques to the resources of Canada, by 
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TaBLE 3—Economic Trenps 1900-1920 


ai : he Tailaxioe Increase i eerbvyain 

alance nterest et in erms olesale : 
pean eae 2 on Account| and Long-term ieee Railway | of Trade Price ee 

— Hinertaia Weited parts Merchap- | Dividend | Capital ment () Mileage @ Index ee 
@ in mG | ) dise, Balance |Movement (1900 = in — (1926 = (1926 = @) 
: ; etc. (@ ($ mm.) $ mm.) 100) Operation 100) (100 
mm. ° 

UO iG eaten ne rae 156-0 176-5 — 4-6 — 32-0 + 29-8 100-0 407 92-7 47-9 41,681 
LOM, 3 oS eee 170-2 182-6 + 10-4 — 33-5 + 35-1 106-6 483 94-0 48-9 55,747 
MM esis s Gis si siaeei's 190-4 203-4 + 2-4 — 34-4 + 40-3 117-1 574 98-5 51-1 89,102 
NOUR oe Cal ane 201-9 251-8 — 38-6 — 35-5 + 51-7 141-6 274 99-0 51-8 138 , 660 
MR ANE PR Neral Sicde fu Sauer s-e's 176-1 249-2 — 59-0 — 38-5] + 58-9 161-3 443 97-6 52-4 131, 252 
MOD Ree ait ie aha dicta ne’. 205-2 263-6 — 45-2 — 42-1 +109-5 194-7 1,056 95-1 54-0 141 , 465 
OGM te st 8a % is, Sars 254-0 312-3 — 56:3 — 45-7 +102-3 229-3 936 97-6 54-2 211,653 
MER ee Soi ae 01 0, 253-8 363-0 —115-8 — 51-1 + 91-1 272-2 1,023 96-4 58-6 272,409 
POSER cha lc isis el a lols fa « 249-3 282-6 — 63-1 — 71-3 +218-1 263-1 520 98-5 58-5 148 , 326 
1S ea 269-0 339-6 — 82-7 — 75-6] +249-4 293-4 1,138 105-2 59-5 173 ,694 
PUN Mees PE bioh ids) 2/2 2s 280-8 429-0 —168-8 — 82:5] +808-2 367-8 627 105-8 60-2 286 , 839 
iu Rootes Ce crore 284-1 506-3 —270-8 — 92-9 +343 -4 431-6 669 103-8 62-2 331,288 
Rees etac sie cs hielo 351-7 626-0 —312-5 —108:8 +316-1 509-6 1,440 104-4 65-4 375, 756 
BO Nebierete ai teocts aie! a jen sas 442-9 654-9 —279-7 —128-5 +541-7 509-2 2,464 88-6 64-0 400,870 
ee PRE vote to, 's oxi. sion 369-1 470-8 —123-9 —164-3 +320-6 320-8 1,491 96-0 65-5 150, 484 
tte,” 3a hors «cars 613-9 447-2 | +102-9 —160-2 | ++234-8 111-0 4,087 100-8 70-4 36, 665 
1G: Seige See ere 1,072.4 762-4 +189-8 —166-9 +201-8 131-4 2,103 88-7 84-3 55,914 
NN 8 ae Re 1,555-2 996-5 +351-8 —175-8 | + 16-2 112-5 1,384 95-9 114-3 72,910 
OE a rr 1,209-4 922-4 | + 99-8 —181-6 —135-8 132-4] — 117 93-1 127-4 41,845 
Ce ee 1,261-7 951-4 | +222-2 —171-9 — 9-6 252-1 78 96-6 134-0 107 ,698 
2p Le 1,267-1 | 1,428-7 —157-3 —166-1 +143 -2 338 -6 476 99-6 155-9 138 , 824 


(#) Merchandise, gold, tourists, insurance, freight and other current items. t 
(6) 1900-13—A. Cairncross, Die Kapitaleinfuhr in Kanada, 1900-13, Welt. Archiv. Nov. 1937. 


Awarded. Canada Year Book (1936), p. 476. 


1914-20—Value of Construction Contracts 


(°) Canada Year Book (1931), p. 654. 1900-19, year ending June 30th, 1920, 18 months ending December 31st. 


_ . @) Export prices as percentage of import prices. 
indexes of average valuations. 
(°) Canada Year Book (1936), p. 186. 


reason of improvements in transportation and the 
shift of world demand toward the products in 
which Canada was gaining a comparative advantage. 
The response to this prospect of increased profit- 
ability was a great and rapid rise in the value of 
annual investment within Canada (See Table 3: 
Home investment; some indication of the increase 
in physical capital equipment is given by increases 
in railway mileage). Because of low interest rates 
in the world’s money markets, capital imports con- 
tributed a large share of the total investment and 
provided the foreign exchange by which the heavy 
balance of “imports” of goods and services over 
“exports” of goods and services, together with the 
mounting external interest and dividend charges 
could be met. The burden of mounting debt 
charges and other overhead costs on the borrowing 
and entrepreneurial groups in the country was 
eased by the rising price level. So great an invest- 
ment of capital would have been soon checked by 
rising wages and costs, had it not been for the 


1913-20 the export and import prices are those of the D.B.S. Prior to 1913 Taylor’s 


heavy immigration of labour and the possibility 
of importing much of the capital equipment from 
Britain and the United States. 

There is another aspect, discussed in other 
studies,11 which should be noted here. The greater 
part of Dominion government revenue came from 
customs duties. Thus its revenues rose as imports 
rose. The Dominion government, particularly in 
its railway policy, promoted by its own expendi- 
tures increased foreign borrowing and investment 
and mounting imports which in turn gave rise to 
the “buoyant revenues” of the pre-war period. Any 
readjustment which changing circumstances might 
enforce was bound to have immediate repercus- 
sions on Dominion finance and force recourse to 
other sources of revenue. 

Investment is induced by prospective, not 
actual, profitability. It is justified or condemned 
after the event. Specifically (because investment 


11See S. Bates, The Financial History of Canadian Govern- 
ments. 
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was based on external borrowing) the justification 
in the case of Canada would have been the achieve- 
ment of a surplus of “exports” (goods and services) 
over “imports” sufficient (when capital imports 
were no longer available) to pay the interest and 
dividends annually payable abroad. 

That test was approached in 1913-14. In 1913, 
Canada had to meet interest and dividend pay- 
ments abroad of $128 million but had a debit 
balance on all other current account items of $280 
million. Both, in that year, were covered by a 
capital import. If the capital import dried up, 
could the country curtail imports and expand 
exports to the point where its surplus of exports 
would be sufficient to pay the interest and dividends 
payable abroad? Could it do so without a great 
curtailment of investment involving unemploy- 
ment? The turn of circumstances associated with 
the outbreak of war enabled Canada to meet the 
test with comparative ease. Canadian government 
borrowing from the British government in 1914 
and from the London money market in 1915 and 
1916 offset in part the cessation of private borrow- 
ing. A considerable proportion of imports, directly 
associated with development projects, ceased with 
the decline in investment. The dislocations in 
European industry focussed heavy war demands on 
Canada’s exports and by 1915 Canada’s exports 
were almost $200 million above the previous peak 
of 1913 and her surplus on current account in 1916, 
1917 and 1919 was more than sufficient to meet her 
obligations. 

Not only did the accident of the War facilitate 
an otherwise difficult international readjustment 
for Canada. The enlarged demand for Canadian 
products and the great rise of prices turned many 
an investment from a loss into a gain but for some 
the test was merely postponed. 


2. Tue EXPANSION OF THE Export INDUSTRIES 


Enough has been said to sketch the main lines 
within which the Canadian economy functioned in 
its great period of expansion and particularly in 
its external relations. To understand problems 
which have since arisen and especially regional 
inter-relationships, it is necessary to indicate more 
specifically the direction which investment took 
and the transformation which it effected in the 
Canadian economy. 

The forms into which investment flowed were 
manifold. Expanding industries provided markets 
for subordinate and contributory industries, which 
in turn built up markets for others. As communi- 
ties grew in population and wealth, large invest- 


ments were made in such national and community 
equipment and services as railways and public 
utilities, roads, schools, and other institutions. Yet 
it is quite clear that the focus of the great expan- 
sion 1s to be found in the growing export trades. 

The exports which had become dominant by 
1920, had, for the most part, been of minor import- 
ance in 1890. At this earlier date sawmill products 
had considerably more than double the value of 
any other export. To them all the provinces except 
Prince Edward Island and the Prairies contributed, 
but the major portion went from Ontario, Quebec, 
and New Brunswick to the United States and Great 
Britain. The former market was more important 
for Ontario and the latter for the provinces to the 
east. Cheese, the second export, was characteristi- 
cally an export of Ontario to the United Kingdom. 
It had begun in the 70’s to replace wheat as the 
agricultural export of Ontario. Fish was chiefly 
the export of Nova Scotia and British Columbia. 
Dried codfish went mainly to the West Indies, the 
United States, and Brazil, fresh fish to the United 
States, and canned salmon from British Columbia 
to Great Britain. Cattle, the fourth export, were 
shipped chiefly from Ontario, but to some extent 
from the Northwest, to the British market. Barley 
went from Ontario to the breweries of the United 
States but the trade was to be killed by the 
McKinley tariff. Base metals consisted of Ontario 
nickel, the discovery of which was a by-product of 
railway construction, and a little copper from 
Ontario and Quebec. Exports of Nova Scotia coal, 
which were small, went entirely to the United 
States market and Newfoundland, while fresh fruit 
(mainly apples) was, in large part, a Nova Scotian 
export to Great Britain. Furs, slightly more 
important than fruit, were characteristically a 
Northwest export. 

Thus the leading exports of 1890 were primary 
products, though subjected in some cases to initial 
processing. Through them, all regions had direct 
contacts with world markets. By 1920 this simple 
picture had been completely changed. ‘The settle- 
ment of the west had proceeded with a rapidity 
which could be equalled only in a grassland region 
where railways were built swiftly. By 1911 almost 
the whole of the area had been covered, though 
scantily, with population. Wheat and wheat flour, — 
the products of the prairies, emerged as the great 
exports. Insignificant in 1890, they totalled $14 
million in 1900 and had reached $279 million in 
1920, a figure which had been passed by total 
exports only in 1910. 


Pulp and paper products, new exports of the 
forest regions of Central Canada, the Maritime 
Provinces, and British Columbia to the United 
States market, emerged later but had exceeded $100 
million by 1920. The enlargement of the United 
States market and the removal of the duty on news- 
print in 1911, added to other favourable circum- 
stances, had been signals for a phenomenal expan- 
sion which displaced sawmill products by more 
highly processed goods. 

Exports of meats, at nearly $100 million in 1920, 
were abnormally inflated by war and _ post-war 
demands. Sawmill products were fourth in rank 
but the major sources were shifting. Cattle, fish, 
and cheese had experienced phenomenal war 
demands which maintained them in positions which 
they could not continue to hold in the next period. 
Base metals were virtually a new export having 
increased from $3 million in 1890 to $29 million in 
1920. As yet they came predominantly from 
northern Ontario and British Columbia. Automo- 
biles and automobile parts with an export value 
of $18 million were the result of a new manufac- 
turing industry and the protection to Canadian 
exports afforded by preferences in other Empire 
countries. Exports of rubber products, leather, 
machinery, agricultural implements, and binder 
twine were lesser indications of the rise of manu- 
facturing. They were predominantly Ontario 
products. 

The new assortment of major exports was less 
equally distributed regionally than those of 1890. 
The Prairies stood out as the great export region, 
which provided an expanding home market for the 
other regions. Quebec and Ontario were develop- 
ing, however, an export of their own of the first 
importance. The exports of New Brunswick and 
Nova Scotia and the agricultural exports of Ontario 
and Quebec were for the time being high but were 
subject to pressure from other Canadian and out- 
side areas. The Ontario and Quebec districts could 
be rescued by an expanding local market but the 
Maritimes were in a more precarious position. 

Thus the investments of the great expansion had 
built up a greatly magnified exporting economy, in 
which exporting regions were more specialized than 
formerly and provided larger markets for imports 
or the products of other regions. The dominance 
of one exporting region had given the Canadian 
economy for the first time a marked inter-depend- 
ence. Wheat was not merely the largest export 
and the product of a new region, it was the central 
dynamic and unifying force of the expansion. The 
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fortunes of regions with declining exports depended 
on their ability to share in the home market, to 
integrate themselves with the expanding export 
regions. 

3. RecIoNAL INVESTMENT 


Export trends give some indication of the direc- 
tion which investments had taken but direct 
investment in the export industries was not by any 
means the major portion of investment. What 
had taken place was not merely an expansion of 
exports but expansion plus a greatly extended 
specialization and integration within the Canadian 
economy. This transformation, in relation to the 
large increase in population, was accompanied by a 
huge investment in what might be called national 
and community equipment—harbours, canals, rail- 
ways, public utilities, including telephones and 
central electric stations, roads, public buildings, and, 
in general, the equipment of municipal, provincial, 
and national services. Not only had there been 
an unprecedented increase in Canadian population 
and an especially rapid growth of urban areas and 
potential metropolitan communities, but changing 
modes of living and technical innovations of all 
sorts created enormous demands for services and 
the equipment which such services required. 

Though the general direction of transportation 
policy had been indicated in an earlier period the 
building of two additional transcontinental rail- 
ways, the filling-in of the branch-line network, 
both in the east and west, the thrusting of new 
lines into northern Ontario, northern Alberta, and 
the interior of British Columbia expanded railway 
mileage from 18,000 in 1900 to 39,000 in 1920. 
Capital employed in railways was multiplied two- 
and-a-half times. Over half this increase in 
mileage had occurred in the Prairie Provinces, 
about one-quarter in Ontario and Quebec and 
about 12 per cent in British Columbia. 

Only a part of the capital investment of this 
period is recorded. Farm buildings, equipment, 
and live stock (not land), manufacturing estab- 
lishments, central electric stations, and steam rail- 
ways represented a capital investment in 1920 of 
$8,600 million; of this approximately $6,400 
million had been invested since 1900. Central 
electric stations accounted for nearly $500 million, 
all but a negligible part of which had been invested 
since 1900. Railway investment at $2,400 million 
had been more than doubled; farm investment at 
$2,900 million had been multiplied by more than 
34; manufacturing investment had been multiplied 
7 times. 
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Though the Maritime Provinces had over 11 
per cent of the population of the Dominion in 
1921 they had obtained only 3 per cent of the 
increase in population, 1901-1921. In the same 
period they had had about 5 per cent of the increase 
of the farm investment, 7 per cent of that of manu- 
facturing investment and 3 per cent of the increase 
in central electric stations. 

The Prairie Provinces, with 22 per cent of the 
population of the Dominion in 1921, accounted for 
nearly half of the Dominion increase in population, 
1901-1921, had obtained more than half the in- 
crease in farm investment but only 6 per cent and 
9 per cent of that in manufacturing and central 
electric stations. 

British Columbia, with 6 per cent of the 
Dominion population in 1921 and 10 per cent of 
the Dominion increase over the previous two 
decades, received 3 per cent of the increase in farm 
investment, 6 per cent of the increase in manu- 
facturing and 11 per cent of the increase in central 
electric station investment. 

Ontario and Quebec had in 1921 60 per cent of 
the Dominion population and had had 41 per cent 
of Dominion increase, 1901-1921. In the period 
1900-1920, they obtained 40 per cent of the in- 
crease in farm investment but 80 per cent of the 
increases in manufacturing and central electric 
stations. Relative to population, Ontario’s share 
of the increase in farm investment and particularly 
in manufacturing was much greater than Quebec’s. 

This great flow of investment was the result 
largely of public and private borrowings much of 
it abroad. It was developmental in object and its 
justification lay in the future of the country. The 
country as a whole, particularly the Dominion 
government, assumed heavy fixed charges, which 
were in the nature of a general national overhead. 
They were easy to carry (in a sense they carried 
themselves), as long as expansion continued and 
prices rose but in different circumstances their 
weight would be greatly increased. 


4. INTERDEPENDENCE AND REPERCUSSIONS 


Had the export trades and regions expended the 
proceeds of their sales wholly and directly on 
imports, the expansion would not have contributed 
to the economic integration of the country, how- 


ever much the prosperity of the individual regions 
might have increased. It was because a large 
proportion of their expenditures was directed to 
home products that integration progressed’ so 
rapidly. The proportion of expenditures so directed 
was significantly increased by the protective duties 
levied on imports. The protective tariff, in so far 
as it rested on a basis of broad policy, deflected 
the demand of those drawing incomes from the 
export industries, to domestic rather than external 
products and services. While its effects, good or 
bad, are likely to be over-rated, it had, unques- 
tionably, an important influence in promoting 
internal and inter-regional trade. Even without 
the tariff, however, industries naturally sheltered, 
by the nature of their goods and services or by 
transportation costs, would have found enlarged 
markets in the export trades and a large measure 
of national integration would have resulted. Rail- 
way policy, resulting in extended lines and in- 
creased facilities and in reductions in the rates 
applying to the major commodities moving out of 
and into the Prairie region (see section 7), was 
also an important influence in the direction of 
greater integration and interdependence of the 
various regions. 

The expansion of the home market, consequent 
on the rise of wheat export and national policies, 
re-oriented a large sector of Canadian industry and 
induced further expansion. British Columbia’s 
lumber industry, hitherto dependent entirely on 
export, became dependent for 70 to 75 per cent of 
its greatly enlarged market on Prairie demands. 
Northwestern Ontario shared the market at first 
but retreated before British Columbia’s competi- 
tion. The following table shows the expansion of 
those home-market manufacturing industries for 
which comparable statistics are available. Their 
expansion was to a greater extent in some cases 
than others dependent on direct sales to the 
Prairie and other exporting regions. Indirectly, 
however, the expansion of exports was the dynamic 
force behind their growth. The relation of the 
growth of the agricultural machinery industry is 
particularly direct. Iron and steel expansion was 
the direct result of railway and other building 
demands deflected by the tariff and government 
purchasing policy to home industry. 


TABLE 4 


Net Value of Production 


— 1900 1910 1923 
($000) | ($000) ($000) 


arpher Products: 61000. eee! 606} 3,488 30,178 
ICCC ria. hacks Adhe eev dey His 8,078] 13,199 41,889 
PBOGUSTSMG MMOCS J eemiche = ene =) cus cic on 7,623} 16,000 22,958 
Textiles and Textile Products...... 32,874) 67,282 157 , 995 
CHO HITT TeRIY. as 8 TTS APSt ae gle chee ie 19,960] 43,657 79,470 
eotrons bextiles: oi nil. ie ee 6537), 18/032 39 , 342 
I MAGUITO 2s o05.-y2 LP abyt 2 gayle. 0s" 4,280) 8,018 16,582 
Tron and Its Products............. 34,967| 106,313} 208,821 
Agricultural Implements......... 5,469] 10,667 14,4384 
Boilers, Tanks and Engines...... 2,842; 7,585 2,786 
PAIL 2. oe. RELE s wjeie 6 la ils 831) 2,332 19,857 
Primary Iron and Steel*......... 3,111) 14,919 17,500 
Railway Rolling Stock........... §,178| 25,221 28 ,008 
Wire and Wire Goods........... 769} 2,239 11,500 
FAUT GNOMES MMW ARE Neri ora cteGt. | kde cerlty 2,444 33 , 462 
Chemicals and Chemical Producis. . 3,910) 12,167 56 , 800 
Electric Light and Power.......... 1,960} 12,892 67 , 500 
Total of above Manufactures}......| 94,298] 239,309) 602,723 
Other Manufactures............... 120 , 228] 325,158) 701,834 
Grand Total, all Manufactures....| 214,526) 564,467} 1,304,557 


*Excludes iron-smelting in 1900 and 1910. 
+ Includes totals of textiles and textile products and of iron and 
its products. 


The pulp and paper areas, Northern Ontario and 
Quebec, New Brunswick, and British Columbia, 
provided in the latter years of the period increas- 
ingly important markets for construction materials, 
machinery, electric power, and operating supplies. 
Workers in those industries were purchasers of 
consumption goods, almost none of which were 
produced within the immediate areas. Together 
with the related hydro-electric power developments, 
the pulp and paper industry contributed enor- 
mously to the rise of the electrical equipment 
industry (almost entirely in Ontario and Quebec) 
to the position of a major industry. The industry 
also provided a market in some localities for a 
dependent agriculture not capable of competing 
beyond the sheltered area. 

The mining areas also enlarged the domestic 
market for consumption goods and were large 
purchasers of machinery, chemicals, explosives, and 
operating supplies. They provided a valuable but 
sometimes precarious local market for farm 
products and for pit timber. 

All the export areas contributed to the market 
for transportation and distributive services. Even 
where goods purchased were largely of external 
origin, Canadian transportation and distributive 
services were sold with them. In some cases 
industries which began by contributing only to a 
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local and sheltered market provided by one of the 
export industries ultimately developed sufficient 
competitive strength to extend sales to more distant 
and exposed markets. An important example was 
the development of British Columbian fruit grow- 
ing and canning on the initial basis of the 
Kootenay market. 

The regional pattern of the economic integration 
which grew up in this period can be very broadly 
indicated. British Columbia became a region in 
which the proportion of exports to total produc- 
tion was high; it bought somewhat more from 
other parts of the country than it sold to them 
and it was characteristically an importer of capital. 
In the period, 1896-1920, the importance to it of 
the Canadian market had increased. Of its major 
industries, the lumber industry found the prairie 
market much more important than the export 
market; non-ferrous metals, which predominated 
in the mining industry, were entirely exported; 
of the coal produced an important proportion was 
exported directly or indirectly through the smelters; 
the fishing and fish-canning industry had _ their 
major markets outside the Province and to a great 
degree outside the Dominion. 

In the Prairie Provinces, the ratio of exports to 
the total production of the region was higher than 
for any other region. They became the export 
region of the Dominion. Their purchases from the 
rest of Canada were greatly in excess of their sales 
to other regions and their imports of capital both 
from the east and from abroad were great. In 
effect the people of this region used part of the 
foreign exchange which they obtained from exports 
and from capital imports to purchase goods 
abroad but spent the most on eastern and British 
Columbian goods and services. These regions were 
able to give the exchange so obtained, in payment 
for goods from abroad or, in turn, expend it on the 
products of other regions. 

In Ontario and Quebec, the ratio of exports to 
total production was low while that of imports was 
high. Sales of goods and services to other parts 
of the Dominion were greatly in excess of pur- 
chases from them and the region was an exporter 
of capital to other regions. Within the area, how- 
ever, there was great diversity. The pulp and 
paper and mining districts were wholly export. 
Manufacture for the home market (which con- 
sisted largely of the market in other regions), had 
greatly increased in importance. Metal, machinery 
and equipment industries, serving the whole 
Dominion, had expanded greatly. Agriculture, 
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though it remained through the War critically 
dependent on export, was turning more and more 
to the home market of the region’s expanding 
industrial centres. The interest of the region in 
the export market was being concentrated in 
rather specialized pulp and paper and mining areas 
instead of being diffused through all the agricul- 
tural and lumbering districts. The province of 
Quebec, through the metropolis of Montreal, had 
gained more commercially, and Ontario indus- 
trially, from the opening of the west. 

In the Maritime Provinces the ratio of exports 
to total production was high though not as high 
as in the Prairie Provinces and the region was an 
exporter of capital. The exports of the region had 
been maintained but had not experienced any great 
increase. Fish exports rose after 1900 and the 
expansion in the cane-sugar industry after 1903 
improved the exports to the West Indies. Volume 
of exports, however, increased little. After a sharp 
rise about the turn of the century lumber exports 
to the United Kingdom sagged while those to the 
United States increased steadily but not rapidly. 
The industries of the region shared less than those 
of Central Canada and British Columbia in the 
expansion associated with western settlement. The 
iron and steel and railway equipment industries 
and the coal industry shared in the protectionist 
policy and were the chief commercial links with 
the rest of the country. The two former were 
established as large-scale industries by the railway 
construction boom. Coal sales increased from an 
average of 2,300,000 tons, 1896-1900, to 6,000,000 
tons, 1911-1915. In this increase the Maritime 
market (predominantly the steel industry), and the 
St. Lawrence market, dependent on the expanding 
industries of Montreal, maintained fairly constant 
percentages while export to the United States 
market declined relatively. By reason of emigra- 
tion to the United States and to the rest of Canada, 
the rate of population growth was much less than 
the rate of natural increase. 


5. THe GrowtH or MrrropotiraN CENTRES 


A particular aspect of the growing integration of 
the regions of the Dominion is to be seen in the 
development of urban areas and in particular in 
the growth of metropolitan centres. In Central 
Canada and in the Maritimes, 1901-1921, popula- 
tion increases had been concentrated in urban 
areas and in a few newly-settled rural areas. Most 
rural areas lost ground. From 1901 to 1911, the 
period of most rapid growth in the Prairie Prov- 


inces, 60 out of the 164 counties of Eastern Canada, 
showed absolute decreases in population. In addi- 
tion, 55 counties recorded an increase of less than 
14 per cent, i.e., less than a low rate of natural 
increase. In other words population was moving 
out of at least 115 counties and into not more 
than 49. The 49 counties receiving population 
included areas of new settlement in northern New 
Brunswick, northern Quebec and the Lake St. John 
district, and northern Ontario and, most important, 
counties containing large and medium-sized cities. 
In the following decade the record was similar but 
less pronounced. Of 164 counties, 57 recorded 
absolute decreases and 40 more increases of less 
than 14 per cent. 

Much of this loss of population was to the west 
but the degree to which it was also associated 
with the growth of large urban centres is indicated 
by the following comparison of provincial popula- 
tion increases with those of counties containing 
large cities: — 


1901-11 1911-21 
Province of Quebeew as) 22) ese aes 222e 18% 
Montreal Island.. STANT spa TO 54 31 
Provincenor Ontanioee viene mine LLG 16 
Yorke ith Weve O le Hach mean eC ON Baal es 46 
Went wortheeineiind) ii Minny ale Maieecti ne Bis 
ISSO SUES CAN Nucl nt et Us ie OTA sua 52 
Province of British Columbia.. .. . 120 34 
Districhsa (Vancouver) enue Weak 40 
Province: onviamitoba unin siie pwn wen iM 32 
Division 6 (Winnipeg).. .. .. 163 33 


In Central Canada population was drawn away 
from rural areas toward manufacturing and 
commercial centres. The movement was less 
marked in Quebec than in Ontario but by 1921 
both had undergone a marked transformation. In 
the Maritime Provinces, the area as a whole was 
failing to retain its natural increase and Prince 
Edward Island was losing population absolutely. 
Only in the war years did Halifax and Saint John 
show any differential increase. 

By 1921 both Montreal and Toronto exceeded 
500,000 in population and in 20 years Montreal 
had nearly doubled its population and Toronto’s 
had increased by one-and-a-half times. (The 
increase for the country as a whole was 64 per 
cent.) Winnipeg had risen from 42,000 to 179,000 
and Vancouver from 29,000 to 163,000 though it 
was in the next decade that Vancouver’s big 
increase was to come. 

These centres, particularly Montreal and Toronto, 
were the focuses of the economic integration of the 
country. In them the highly specialized banking 


and financial services, and the specialized distrib- 
utive services found their centres. As_ they 
developed they proved a magnet for the lighter 
manufacturing industries in the location of which 
the pull of the market was the chief influence. 
When the dominant export products were wheat 
and pulp and paper, Montreal had the advantage 
but as the mining industries increased in import- 
ance the advantage in respect to these services 
shifted to Toronto. The existence of these great 
centres was not based by any means wholly on 
provincial resources and provincial industry; they 
were the result of the knitting together of the 
entire country and as financial and mercantile 
markets they belong to the entire country. Other 
metropolitan centres, Vancouver, Winnipeg, Saint 
John, Halifax, were essentially regional, though 
Vancouver’s reach was destined to be extended far 
beyond the provincial boundaries while Saint John 
and Halifax competed unsuccessfully with Mont- 
real and Toronto in their own region. Control 
over their financial institutions passed to Mont- 
real and Toronto as did a part of their distribut- 
ing trade. To Montreal they lost some of their 
shipping. 


6. Tur INFLUENCE OF THE WAR 


Though the war expansion from one point of 
view was simply a continuation of the expansion 
which had begun in the middle nineties, it had 
nevertheless distinct characteristics and biases of 
its own. In the main, expansion continued in the 
same industries which had been growing rapidly in 
the pre-war period. War demands and limitations 
on competition from other countries gave an extra 
stimulus which carried expansion beyond the point 
which would otherwise have been reached in those 
years. To this degree it gave a bias to Canadian 
industry and, in terms of later readjustments, some 
misdirection. 

Wheat-growing, in the Prairie Provinces, was 
greatly extended by the reduction of acreage in the 
importing countries of Europe, by the cutting off 
of Russian and Danubian exports, and by the high 
freight rates which discouraged expansion in 
Argentina and Australia. A rapidity of expansion 
and a degree of specialization in this export was 
stimulated and the industry later required severe 
readjustment. 

The growth of the newsprint export, to which 
all circumstances were favourable, was speeded up 
by the revolutionary growth of metropolitan news- 
papers. Here, however, the factors bringing about 
over-expansion were largely post-war in origin. 
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The War greatly accelerated the rate of growth 
of the base-metal industries. Not only were in- 
creasing tonnages mined but the transition from the 
primitive stage of raw-material exporter to that of 
finished-metal producer and exporter was begun. 
Insistent demands for nickel, copper, zinc, and lead 
induced greatly increased outputs in Ontario and 
British Columbia. High prices permitted the 
enlargement of plants and extended experimenta- 
tion. Though the problems of dealing with the 
complex ore-bodies of British Columbia and the 
Canadian Shield were not solved, the basis was laid 
for a much larger post-war expansion. On the 
whole gold mining which had made a promising 
beginning marked time during the war period. 
Improved techniques for the recovery of the metal 
were about offset by the inflationary rise of costs. 

Regionally, war demands for exportable food- 
stuffs and lumber stimulated the agricultural and 
lumbering, fishing and shipbuilding areas tributary 
to the North Atlantic from the Maritimes to 
Alberta; they quickened the pace of industrializa- 
tion in Ontario and Quebec; British Columbia felt 
some of the war demand for fish, lumber and base 
metals but, with the Panama Canal not yet avail- 
able she was handicapped by high ocean and rail 
freight rates. 

The insistent demands of western Europe for its 
own and North American manufactured products 
cut down greatly external competition in the Cana- 
dian home market. The war-time increase in the 
protective tariff was an influence in the same direc- 
tion. Canadian manufacturing was greatly stimu- 
lated. The expansion was particularly pronounced 
in the iron and steel, machinery, equipment and 
textile industries. The pre-war iron and _ steel 
industry had been dependent mainly on the markets 
arising from the railway and settlement boom. The 
plants in Nova Scotia and at Sault Ste. Marie had 
produced chiefly railway materials while those at 
Montreal and Hamilton had relied on the construc- 
tion and settlement booms as well. War demands 
took the place of these and an industry, which in 
1913 showed signs of being over-extended, expanded 
still further. A great improvement in technical 
knowledge and experience took place and the metal 
and machine industries of Ontario and Quebec 
began to fit themselves in between the heavy mass- 
production industries of the United States and the 
Canadian market. The post-war years brought 
need for readjustment but the industries had 
become well established in the home market and 
had vastly increased their technical and industrial 
experience. 
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The war period effected also a financial trans- 
formation which was of the first importance. The 
London and New York markets became less and 
less open to Canadian borrowing, and recourse to 
the domestic market created Canadian financial 
machinery and changed Canadian investment 
habits. The result was to provide, in later years, 
the basis for home financing of Canadian indus- 
trial and government borrowings. Equally signifi- 
cant, Montreal and Toronto were built up as 
Sci centres serving the entire Dominion. Not 
only were investment houses concentrated there 
but all financial services were increasingly centred 
there. 


7. NATIONAL TRANSPORTATION PoLicy 

Two sets of national policies contributed part of 
the framework of Canadian development, 1896- 
1920—transportation and tariff policies. Following 
the great venture of the Canadian Pacific Railway, 
which was not justified by results until the period 
of expansion began, Dominion transportation policy 
had been quiescent. It was not until after the turn 
of the century that a developmental railway policy 
featuring government participation and all-Cana- 
dian routes was revived on a grand scale. 

The Canadian Northern Railway, from very 
small beginnings, had been fostered by the Mani- 
toba government as a competitor to the Canadian 
Pacific Railway, and with the aid of the province 
had built a line from Winnipeg to Port Arthur. 
In 1903 the Dominion guaranteed bonds at the rate 
of $138,000 a mile to extend the road from the 
Manitoba-Saskatchewan boundary to Edmonton. 
In the same year, to promote “the development 
of Canadian trade and the transportation of goods 
through Canadian channels,” the Dominion govern- 
ment entered into a much more pretentious project 
by agreement with the Grand Trunk Railway. The 
National Transcontinental, to be built by the 
Dominion government and leased to the Grand 
Trunk Pacific, was to link Moncton and Winnipeg 
via Quebec city, traversing the clay belts of 
northern Quebec and Ontario. It was an alter- 
native to a Grand Trunk road from North Bay 
to Winnipeg or an extension from Chicago to the 
Canadian West which had originally been proposed 
by the railway. The choice of Moncton as the 
eastern terminus was the result of government 
decision, not of Grand Trunk preference, and in 
response to Maritime agitation for a share in 
western traffic and Dominion railway construction. 
For the construction of a Grand Trunk Pacific 
line from Winnipeg via Saskatoon, Edmonton, and 


the Yellowhead Pass to Prince Rupert, the 
Dominion government agreed to guarantee bonds 
up to a limit of $13,000 a mile in the prairie section 
and of $30,000 a mile in the mountain section. It 
was characteristic that the agreement stipulated 
that consignments were to be carried by all- 
Canadian routes unless otherwise specified by the 
shipper and the rates to Canadian ports should 
never be higher than rates offered to other ports. 

In 1910 and 1911 further guarantees were given 
by the Dominion to Canadian Northern subsid- 
laries in Ontario and Alberta while the three 
Prairie Provinces and British Columbia had also 
given large guarantees. In 1914, when the Cana- 
dian Northern could not raise the capital required 
to complete its transcontinental line, the Dominion 
guaranteed an additional $45,000,000 of bonds and 
received in exchange 40 per cent of the common 
stock of the Company. 

Here as in the earlier phases of Dominion rail- 
way policy, the country had increased the cost of 
its railway system by insistence on all-Canadian 
routes and on the linking together of Canadian 
regions rather than on developing the most 
economical transportation routes. 

A third phase of Dominion railway activity was 
the beginning of the construction, as a government 
line, of the Hudson Bay Railway. It was not, 
however, completed until after the War. 

In speaking of transportation policy as national 
or Dominion, one should make clear that it was so 
in the straightforward sense that the decisions were 
made by the government and parliament of the 
Dominion. It is not implied that national interests 
always or even usually outweighed regional interest. 
In shaping railway policies and other policies, 
regional pressures and regional enthusiasms had 
marked influence. There was no part of the rail- 
way policy but had its regional support and no 
error of optimism or misdirection in which regional 
pressure was not involved. 

By 1916 the Canadian Northern, Grand Trunk 
and Grand Trunk Pacific were all in serious 
financial difficulties and following the Report of the 
Royal Commission on Railway ‘Transportation, 
1917, these lines were taken over by the Dominion 
government. Between 1903 and 1916, the 
Dominion government had contributed to railway 
construction :— 


(Millions) 
By direct capital investment.. $248 
By loans.. .. 4 RaUAO aoe sol eo uc 64 
By cash subsidy. . 47 
By guarantee of bonds (as ‘to “Principal | ‘and 
interest) .. ; 134 


And by land grants, acres. apart Matty end 32 


Though railway policy was predominantly 
Dominion; within their smaller spheres the majority 
of the provinces had been equally zealous. Moti- 
vated by the desire to build up competitors to the 
Canadian Pacific or to open up new areas for 
exploitation, they undertook heavy railway obliga- 
tions. As early as 1888, Manitoba had given 
guarantees to the Northern Pacific to build a road 
from Minnesota. In 1901, in consideration of rate 
reductions, the government of Manitoba guaranteed 
bonds for the construction of the Canadian Northern 
from Winnipeg to Port Arthur, and transferred the 
lease of the Northern Pacific lines to the Canadian 
Northern, guaranteeing the rental. From 1909 on, 
Saskatchewan and Alberta gave liberal guarantees 
for branch line construction. Alberta had, in addi- 
tion, assisted the local projects of the Alberta Great 
Waterways (1909) and the Edmonton, Dunvegan, 
and British Columbia and the Central Canada 
(1912-13). British Columbia in 1910 guaranteed 
bonds of the Canadian Northern Pacific and just 
before the War underwrote the construction of the 
Pacific Great Eastern. 

In taking over the Grand Trunk, the Grand 
Trunk Pacific and the Canadian Northern Rail- 
ways, the Dominion in fact, though not technically, 
relieved provinces of responsibility for the guar- 
antee of railway securities to the following 
extent :— 


Ontario.. . AE cok .. $ 7,860,000 
NEAMTCODAN Herel t caen s 24,390,000 
Saskatchewan... .. .. 17,904,000 
VAI ORUA Leas RUST ta CLIe en oe NRaL ipa tanto AMMNan 18,394 ,000 
British Columbia.. .. 25,026,000 

sRotaleean. .. $93,574,000 


However fantastically optimistic or misdirected 
the expenditures and assumption of obligations 
under this railway policy may seem in the light of 
subsequent history, it is important to note they 
represent the assumption of a large proportion of 
the cost of linking together the regions of the 
Dominion as a national rather than a regional 
overhead. 

In addition, the Dominion had made large 
expenditures and assumed heavy obligations for the 
improvement of ports and inland waterways. Up 
to March 31, 1922, the following expenditures 
including loans, guarantees, and subsidies had been 
made :— 


(Million) 

Harbour Improvements and Dock and 
Terminal Facilities... 4 «) S214) ae $ 107 
IRiverskm provements. .\/2)0) Welw pe. rudae ales 29 
CANIS crea cise eau con sin eiccse Reuben ere es 139 
FUATWAVS rons Sar arnt rs So aun tsetse faces PN ay es 1,942 
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The second aspect of Dominion railway policy 
is that of rate determination and regulation as 
put in force by legislation and by the rulings of 
the Board of Railway Commissioners and the 
Canadian Privy Council. This is relevant to the 
present study in that the structure of railway rates 
and particularly the differences between regions 
are, with the respective volumes of traffic, the 
determinants of the shares (aside from govern- 
ment payment of railway deficits) of the cost of 
railways paid by the different regions. 

A deliberate policy of promoting prairie settle- 
ment and of fostering east-west traffic was given 
expression in the Crow’s Nest Pass Agreement of 
1897. In return for a subsidy for the construction 
of the Crow’s Nest Pass branch, the Canadian 
Pacific Railway undertook to reduce rates on grain 
and flour moving to the Head of the Lakes by 3 
cents per 100 pounds and rates on a considerable 
list of settlers’ household and building supplies 
moving westward from Fort William and points 
east by 10 per cent. Rates on fresh fruits were 
reduced by 334 per cent and on coal-oil by 20 per 
cent. Following the Manitoba-Canadian Northern 
Agreement a further reduction was made (though 
not as a result of Dominion policy), of 4 cents on 
grain and flour moving to the Head of the Lakes 
from Manitoba points and of 2 cents from 
Saskatchewan and Alberta points. Rates on west- 
ward traffic to Manitoba points were reduced by 
15 per cent and those to Saskatchewan and Alberta 
points by 74 per cent. By decision of the Board 
of Railway Commissioners in the Western Rates 
Case, 1914, Manitoba rates were made standard 
between the Superior and Pacific territories and 
the former Saskatchewan-Alberta territory was 
eliminated. This, of course, had the effect of 
reducing Saskatchewan-Alberta rates from the 
minus 74 per cent to the minus 15 per cent level. 

The result of these changes was to improve 
greatly the position of the prairie grain grower who 
gained both as a seller and as a purchaser. Addi- 
tionally the share, per unit of traffic carried, of the 
railway overhead which the people of the Prairie 
region bore was reduced by the reduction in local 
rates. 

Differential rail rates within the various regions 
of Canada are affected by three broad factors: 
water, U.S. rail (and later), truck competition; 
cost of construction and operation, in relation to 
traffic density; arbitrary decision and regulation by 
the state. As a result of these factors, maximum 
mileage rates in the Maritime territory were at the 
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beginning of the century, below those for the 
Central territory (Ontario and Quebec) by percent- 
ages ranging from 22 to 51 for different classifica- 
tions and mileages. Water competition, rail and 
water competition via Portland, the short line from 
Montreal to Saint John, and the government- 
operated Intercolonial were important factors in 
these differentials. Comparable rates in the 
Superior territory were 17 to 33 per cent above the 
Central rates. In the Prairie territory similar 
rates were 50 to 76 per cent above Central rates 
while Pacific rates were set above Prairie rates by 
the use of inflated mileages for distances from 
Revelstoke to Canmore. By September, 1914, when 
Pacific rates became comparable, they were 77 to 
100 per cent above Central rates. Rate changes, 
1900 to 1920, reduced these differentials except for 
British Columbia. The Manitoba Agreement and 
the Western Rates judgment brought Prairie rate 
differentials down to 28 to 50 per cent above Central 
rates. Maritime rates had been increased until 
they were between zero and 32 per cent below 
Central rates. 

In the rate increases which took place from 1916 
to 1920 Eastern rates were increased somewhat 
more than Western rates. 

So summary a sketch of an extremely technical 
subject is sufficient to indicate that in the period 
of expansion, 1896-1920, the position of the prairie 
producer of grain for export and of the whole 
prairie section had improved greatly with respect 
to railway rates. The very favourable position of 
the Maritimes had worsened relatively; in the 
decade between 1913 and 1923 Maritime class rates 
moved to equality with those of the Central 
territory. British Columbia had to await the effect 
of Panama Canal competition for the substantial 
reduction of its rate differentials. 

Except in the case of the Maritime Provinces 
the original differentials were not to any great 
degree arbitrary. Competitive and market factors 
determined the distribution of the total railway 
expense. The differentials were not dissimilar to 
those existing on American lines. The reduction in 
differentials had been a matter of policy designed 
to ease the burden on particular regions and in- 
crease the flow of inter-regional and export traffic. 


8. NaTrionaL TARIFF Pouicy 


The second national policy which was a factor in 
directing the course of national development in this 
period (1896-1920) was the protective tariff policy. 


Several important conditions had changed since 
the period in which the “National Policy” was 
shaped. In the first place, the United States had 
emerged as a great manufacturing nation with a 
huge and highly homogeneous market within its 
own boundaries. Of particular importance was the 
rise of the United States steel industry. With 
immense resources of ore and coal linked by the 
Great Lakes, the United States had by 1890 
achieved a first-class iron and steel industry centred 
on Pittsburgh. Prior to 1895 Canadian imports of 
iron and steel from the United Kingdom exceeded 
in value those from the United States. Thereafter 
the reverse was true and, by 1913, 90 per cent of 
Canadian imports came from the United States. 
The importance of this shift is not limited to the 
iron and steel industry. It meant that henceforth 
(in contrast to the position in the 70’s) the most 
severe competition for Canadian producers in a 
very wide range of manufacturing industries (more 
specifically those using mass-production methods 
and steel materials), was to come from the United 
States rather than from Great Britain. It meant 
also that in an “age of steel” Canadian manu- 
facturers were to be markedly dependent on United 
States iron and steel for machinery and the more 
specialized materials. The task of the tariff maker, 
already heavy because of regional differences of 
interest, was made still more difficult by the fact 
that Canadian manufacturers found it hard either 
to live with or without the United States manu- 
facturing industry. 

In the second place, a new region, the Prairie 
Provinces, had emerged as a great exporting region 
with a direct and obvious interest in low tariffs. 
Hitherto Finance Ministers had found it necessary 
to give special consideration to the interests of the 
Maritime Provinces, but now western opinion was 
also important and, in so far as the tariff was not 
overshadowed by other issues, that opinion was 
consistently a low-tariff opinion. 

In the third place, the tariff schedules from 1879 
to 1894 had, by Canadian standards, a large number 
of specific, in contrast to ad valorem, rates. In the 
rapid price declines from 1883 to 1896 these specific 
rates provided relatively growing protection. By 
the crude measurement of the average ad valorem 
rates of duty collected on all dutiable imports, 
protection had increased from 25:2 per cent in 
1884 to 31:9 per cent in 1889. By 1896 it was still 
30 per cent. Such averages obscured the still 
greater change in relation to individual commodities 
bearing specific rates. From 1890 on, and before 


the change of government in 1896 there was a 
definite tendency toward “tariff reform” which was 
expressed in the tariff of 1894, coinciding in date 
with the lower Wilson Tariff of the United States.12 
Under the tariff of 1894 there were some thirty 
changes from specific or compound to ad valorem 
rates and a considerable number of reductions in 
rates. - Agricultural machinery rates (as distin- 
guished from those on tools) were reduced from 
35 to 20 per cent, and a number of reductions were 
made in the iron and steel schedules, and cream 
separators and lumber were placed on the free list. 
The prime object in view according to the Finance 
Minister (Hon. G. E. Foster) was “to cheapen the 
cost of manufactures in this country.’’13 

Under these three sets of circumstances, it was 
to be expected that the tariff of 1897, introduced 
by Hon. W. §S. Fielding, would be a somewhat 
complicated compromise. On the whole, it repre- 
sented a reduction though it would be difficult to 
offer unequivocal evidence of this. Attempts were 
made to cheapen costs of production while, at the 
same time, maintaining producers’ protection, i.e., 
many of the reductions, which the Finance Min- 
ister estimated as equivalent to 104 per cent, were 
made at the expense of the Treasury rather than 
at that of the protected producer. 

Agricultural tools (rakes, scythes, etc.) were 
reduced from 35 to 25 per cent while agricultural 
machinery was left at the previous rate, 20 per 
cent. Barbed wire and binder twine, important 
purchases of Western farmers, were made free from 
the beginning of the following year. 

The duty on woollen and worsted yarns imported 
by manufacturers was reduced from 274 to 20 per 
cent while that on similar yarns, n.o.p. was in- 
creased from 274 to 30 per cent. Woollen and 
worsted cloth in the grey was reduced from 30 to 
25 per cent while finished cloth was increased from 
30 to 85 per cent. 

Another type of compromise was used in the 
iron and steel items. Bounties which had been 
established in 1883 were increased in 1897.14 At 
the same time, duties, on the products thus bonused, 
were reduced. This compromise was designed to 
reduce the cost of iron and steel to producers 
generally while at the same time maintaining the 
protection to the iron and steel producer. The 
following table shows the relevant changes:— 


28. J. McLean, The Tariff History of Canada “Toronto 
University Studies in Political Science”, No. IV, (Toronto: 1895), 
pp. 34, 39. 

13 Tbid., p. 38. 
14 Statutes of Canada, 1896-97, c. 6. 
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Customs Duty Bounty 


Previous 1897 Previous 1897 


Bisironsa Stas sie $4.00 $2.50 | From Canadian Ore.| $2.00 $3 .00 
From foreign ore.... 1.00 2.00 

Steel ingots......... 5.00 2.00 | Not less than 50% 
Canadianpigiron.. 2.00 3.00 


The duty on bars was lowered from $10 to $7 
per ton. Skelp, the material for pipe, was dutiable 
at $7 per ton, but when imported by manufac- 
turers of pipe (dutiable at 30 per cent), it was 
admitted at 5 per cent. Stoves and stove plates 
were reduced from 274 to 25 per cent while fully 
processed structural steel was increased from 30 to 
35 per cent. Steel rails were left unchanged at 
30 per cent though heavy steel rails were added to 
the free list. 

The free list gives further indication of the 
character of the tariff. In addition to many raw 
materials, machinery for mining and a wide variety 
of materials ‘when imported by manufacturers” 
for use “in their own factories’ were included in 
the free list. Items of this type and in addition 
drawbacks for home consumption increased in 
number with subsequent tariff revisions and are 
still of great importance in the customs tariff. 

Sufficient illustration has been given to show the 
nature of the compromise that was attempted by 
a country marked by regional differences of interest 
and contiguous to a country of rapidly increasing 
industrial efficiency. By the special items admitting 
specified manufacturers’ materials free or at reduced 
rates of duty an attempt was made to get the 
advantages of the large-scale and specialized indus- 
tries of the United States and Great Britain while 
at the same time maintaining or increasing the 
protection to more advanced stages of manufacture 
at home. 

A significant innovation was introduced in the 
tariff of 1897. In place of the almost traditional 
section inviting a reciprocal trade agreement with 
the United States, a reciprocal tariff clause offered 
an immediate reduction in duties of one-eighth and, 
after July 1, 1898, of one-quarter, to all countries 
adjudged by the Governor in Council to have 
accorded, on the whole, equally favourable treat- 
ment to Canadian products. Great Britain was 
immediately accorded this reciprocal tariff. It was 
significant that “equally favourable treatment” was 
apparently judged by the lowness of duties and not 
by the differential treatment of Canadian products. 
In 1898 this reciprocal section was replaced by a 
British preferential schedule with duties one-fourth 
lower than the ordinary duties. In 1900 the differ- 
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ential was increased to one-third. In the revision 
of 1907 the fixed differential was abandoned and a 
separate schedule of preferential rates, approxi- 
mately one-third lower than general rates, appeared 
in the tariff. From 1898 to the present, the pref- 
erential rates have been extended to an increasing 
number of the parts of the Empire.1® 

Without discussing the motives behind the estab- 
lishment of the British preferential system, certain 
relations to a national policy of protection in the 
Canadian economy should be pointed out. It con- 
stituted a method of reducing tariffs which com- 
promised with the important facts of the rise of 
United States manufacturing industry and the 
national policy of transcontinental all-Canadian 
transportation routes. The British preferential 
system left protection against the United States 
intact and any increase in imports which was 
promoted would contribute more traffic to Cana- 
dian transportation than would imports from the 
United States. In particular, it contributed to 
east-to-west traffic which was deficient in com- 
parison with west-to-east traffic. 

Another special feature of Canadian tariff policy, 
introduced in 1904, represents a further phase of 
the tariff compromise. Confronted by the bitter 
complaints of Ontario and Quebec manufacturers 
of the unfair competition to which they were sub- 
jected by the dumping policy of British and United 
States producers and the protests of the West and 
Maritime Provinces against increased protection, 
the government prepared an amendment to the 
Customs Tariff Act (4 Edw. VII, c. 11) imposing 
a special or dumping duty on undervalued goods. 
The duty, with certain exemptions, was to be equal 
to the difference between the actual selling price 
and the fair market value in the country of origin 
but not more than 15 per cent ad valorem. 

The Customs Tariff Act of 1907 (6-7 Edw. VII, 
c. 11) was a complete revision of the tariff and 
introduced an Intermediate or Treaty Tariff in 
addition to the Preferential and General Tariffs. 
Aside from this innovation, changes in duties were 
few. Harvesting machinery was reduced under the 
General Tariff from 20 to 174 per cent and agri- 
cultural tools from 25 to 224 per cent.. The specific 
rate on steel billets was increased from $2 to $2.50 
per ton under the General Tariff. Under another 
statute the bounties on iron and_ steel were 
extended at declining rates to 1910. The Inter- 
mediate Tariff was to be extended, in return for 


15 Empire Tariff Preferences, prepared for the use of the 
Imperial Economic Conference, Ottawa, 1932, pp. 12-14. 


benefits received, to British and foreign goods, to 
whose products the General Tariff previously 
applied. This tariff therefore became effective only 
as treaties were negotiated. By the fiscal year 
ending March 31, 1914, of dutiable imports of $410 
million, imports under the General Tariff amounted 
to $298 million, imports under the Preferential 
Tariff were valued at $95 million, and imports 
under the Intermediate Tariff $17 million. 

The proposed Reciprocity Treaty of 1910 was a 
restricted concession to the demands of the export 
regions, particularly of the West, for substantial 
tariff reductions. It was an attempt also to take 
advantage of the growing low-tariff opinion in the 
United States which culminated in the Underwood 
Tariff of 1913. The war-time increase of the 
Canadian Tariff by 74 per cent on general and 5 
per cent on preferential rates was largely a revenue 
measure and its protective effects were over- 
shadowed by the insatiable demands for products 
in the war years. 

During the period 1896-1920 circumstances made 
dificult the national policy of industrialization of 
an expanding Canadian economy by means of 
tariffs. In the previous period all regions had 
shared in both the export and the home markets. 
The rise of a highly specialized export region and 
the greater development of manufacturing in 
Central Canada made this policy increasingly 
divisive in its effects, but the high rate of invest- 
ment fed by capital imports and the inflationary 
rise in prices up to 1920 prevented this from becom- 
ing acute. Disputes over division are easily settled 
when the dividend is increasing. The rise of mass 
production in United States manufacturing and 
the increasing importance of the Pittsburgh-Buffalo- 
Chicago triangle as the heavy-industry centre of 
the continent was at one and the same time a 
threat to Canadian manufacturing, particularly 
elsewhere than in Central Canada, and the source 
from which Canadian manufacturing increasingly 
drew its specialized materials through a series of 
specially-contrived holes in the Canadian tariff. 
Lower rates of duty on British and European 
products offered a way of making tariff reductions 
while at the same time guarding the east-west 
traffic which was expected to meet the costs of an 
ambitious national transportation policy. Intense 
war demands, focused particularly on countries 
tributary to the North Atlantic, made tariffs in 
the last years of the period of minor importance. 


9. Some Points oF STRENGTH AND WEAKNESS 


The Canadian economy from 1896 to 1920 had 
experienced a phenomenal expansion. Within the 
framework of the national decisions which had been 
formulated in the period of Confederation and 
maintained with but slight modifications, this 
expansion had resulted in new export industries 
and regions linked to world markets, and growing 
manufacturing and service industries dependent 
in the main on the-domestic market. A much 
higher degree of integration and interdependence 
(though mainly one-sided) had been developed but 
there existed certain difficulties and weaknesses, 
which appeared unimportant while expansion was 
going on. World circumstances had been very 
favourable to the Canadian economy throughout 
the period. It was likely that they would not 
always be so favourable. 

Until 1913 Canadian expansion had _ been 
dependent on capital imports. Ultimately it would 
have to face the test of meeting out of its exports 
not only the full cost of imports but also interest 
charges and debt repayments. Such a test was 
approached during 1914-1916, but war demands 
and rising prices made the transition astonishingly 
easy. Had Canada been a neutral she might have 
emerged from the war period much stronger, but 
she emerged with a tremendously increased govern- 
ment debt incurred at high interest rates and in 
part payable abroad. Dominion net debt had risen 
from $50 per capita in 1901 to $266 in 1921. Not 
only had the War added to the Dominion debt but 
also the liabilities for railways, which had been 
contingent only, had by 1920 become actual. 
Interest per capita had risen from $2.01 to $15.88 
in the same period. Such high financial charges 
of government were accompanied by greatly in- 
creased financial overheads of industry. These 
could be readily borne in periods of rising prices 
when their rigidity was an advantage, but would 
prove burdensome and create grave distortions of 
income under falling prices. 
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More particularly, Dominion revenues, which had 
been provided predominantly by customs duties, 
were dependent on large imports of merchandise 
which were the accompaniment of capital imports. 
Since capital imports were subject to sharp fluctua- 
tions in periods of financial crisis, Dominion 
revenues proved very sensitive to economic changes. 
Dominion expenditures (as indeed all govern- 
mental expenditures) had, however, become in- 
creasingly rigid due to the greater importance of 
debt charges. 

To a great extent what was true of govern- 
mental finance was also true of private finance. 
The national income, which was dominated by 
export trade and capital imports, was peculiarly 
liable to fluctuations. For such a situation the 
high overhead costs inherited from the period 
1896-1920 were likely to prove difficult to carry. 
There were also concealed overhead costs for both 
governments and industry. For an economy 
expanding at a phenomenal rate with little inter- 
ruption, social services were meagre and inex- 
pensive. Sharp contraction was, however, bound 
to throw on communities or the country as a 
whole costs of care of distressed classes and 
districts which public opinion would insist on being 
carried. 

National policies of transportation and _ tariffs 
had been the occasion of regional conflicts which 
were certain to become sharper and more dis- 
ruptive when periods of contraction or of slow and 
uneven expansion were encountered. Such policies 
had provided part of the framework within which 
the economy had grown up and to which it had 
become adjusted. Such adjustment had created 
vested interests, regional and sectional, which would 
resist readjustment. These policies, too, had in- 
creased rigidities which would be resistant to 
readjustment and further would thrust severe and 
disproportionate readjustments on exposed regions 
and groups. 


CHAPTER V 


APPARENT READJUSTMENT AND RENEWED EXPANSION, 1920-1929 


1. Tue Crisis or 1920 AND THE SUBSEQUENT 
DEPRESSION 


The war boom was succeeded with little inter- 
ruption by a short but intense post-war boom. It 
was common to most countries of the world except 
the isolated countries of central and eastern Europe. 
It was due mainly to “credit expansion in the 
United States and to the famine in goods which 
made itself felt in Europe directly after peace had 
been declared.” (Ropke). It was marked by feverish 
and vastly over-extended investment, not in fixed 
capital as in the railway boom culminating in 1878, 
but in inventories of goods at various stages of 
processing. In brief, it was a_ working-capital 
rather than a fixed-capital boom. With plenty of 
credit available, the scramble for commodities 
brought about a great rise in prices, which topped 
the war increase, in Canadian wholesale prices, by 
22 per cent. The increase was particularly con- 
spicuous in prices of consumers’ goods and less so 
in prices of producers’ goods. While construction 
activity increased sharply after 1918, the peak 
reached was not much more than half the value of 
construction in 1912. 

From the peak of 1920, the price and credit 
structure of Canada, in common with those of other 
countries, collapsed to a low level reached in 1922. 
The contraction in prices was particularly swift 
and severe, amounting in wholesale prices to more 
than 40 per cent of the peak prices. Almost the 
whole of the fall had been completed in 18 months. 
Because of the rapidity of the preceding rise, the 
fall in prices represented in part only a writing off 
of paper values and profits. Unemployment in- 
creased sharply but was of relatively short dura- 
tion. Among trade unionists the percentage of 
unemployed reached a high of 16-5 in the spring 
of 1921. This may be compared with a high of 
25°5 per cent in the spring of 1933. In the former 
case, the worst unemployment was encountered 
less than one year after the crisis while in the 
latter case it came almost four years after the 
crisis. 

Considering the violence of the price-fall, the 
contraction in Canadian exports was comparatively 
moderate. While wholesale prices generally fell 
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more than 40 per cent export prices were reduced 
by only 26 per cent. The value of exports con- 
tracted by rather more than a third, 1920 to 1921, 
but that of imports shrank even more sharply. 
The violence of the readjustment was mitigated by 
a fall in the external value of the Canadian dollar, 
and by a capital inflow. It was not until 1923 
that the balance of “export” items was sufficient 
to cover external interest and dividend charges. 

The price collapse was greatest in farm products 
(50 per cent, 1920-23), particularly wheat (nearly 
60 per cent, 1920-22) and hogs (50 per cent, 1920- 
24). Lumber prices fell by less than a quarter and 
newsprint by about a third. Dried cod, 1918-23, 
fell by more than one-half in price. Iron and steel 
rolling-mill products, 1920-22, fell in price by about 
one-third. The vulnerability of the economy 
through the variability of the prices of its exports 
was clearly shown but as yet no serious question 
had been raised of the competitive strength of its 
major exports in world markets. 

The problems of readjustment were particularly 
severe in Nova Scotia and in the Prairie Provinces. 
The war boom had been especially favourable to 
Nova Scotia. For the time the province, and to a 
less extent New Brunswick and Prince Edward 
Island, recovered the advantages for export trade 
and shipping, which had fallen from her between 
1880 and 1900. The tariff and even the dispro- 
portionate increase in Maritime railway freight 
rates (See above, IV, 7) were for the time of minor 
importance, for the region, with an improved com- 
petitive position, was drawn directly into the 
circuit of world trade. The expansion of cane- 
sugar production in the West Indies had enlarged 
her fish markets. Her greatly increased iron and 
steel industry absorbed her coal output so that 
sales to the St. Lawrence market almost dis- 
appeared. Shipbuilding revived and_ shipping 
tonnage at Halifax increased greatly, and the 
demand for ships’ stores was large. The Halifax 
explosion (December, 1917) had occasioned a 
building boom which had no counterpart else- 
where. After 1920, the net value of production of 
all industries declined and did not reach its lowest 
point, little more than half that of 1920, until 1925. 


The heaviest declines were in construction (inelud- 
ing shipbuilding), manufacturing (iron and steel), 
mining (coal), agriculture, and the fisheries. With 
the war market gone and railway construction at 
low levels, the primary steel industry had to search 
for new markets and readjust itself to them. The 
St. Lawrence market for coal had been abandoned 
during the War and was recovered slowly and with 
difficulty. Lumber production dropped. Agricul- 
tural yields of hay and potatoes were less than 
average and the dried codfish exports never 
recovered the high values of 1920. Unemployment 
among trade unionists reached 21°6 per cent in 
April, 1921, and was but slightly lower in April, 
1922. 

The drastic decline of wheat prices reduced 
abruptly agricultural incomes in the Prairie Prov- 
inces but the effect, in the later years of the period, 
was somewhat mitigated by improved yields. The 
average wheat production, 1921-1925, was 342 
million bushels as against 204 million bushels, 
1916-1920. At the beginning of the period, sharply 
reduced prices were combined with low yields. The 
major difficulties of the Prairie region arose from 
the dislocation of prices and costs. The following 
ratios of the prices of farm implements, hardware 
and building and construction materials, and of rail- 
way and interest rates to Canadian grain prices 
indicate the magnitude of the dislocation :— 


— 1920 1923 1926 


Warm Implements... 6.02. 4.6.3 6 6s as 65 127 100 
Hardwaret ee. Veen" FORE Sadan nad 93 149 100 
Building and Construction Materials. . 84 147 100 
Van waiver Ma bOG ac iclnus.c ae tete merereh nh teete 70 133 100 
PIPOTE ME! ALCS Cat sichisld itn stds cid eel Ds 61 137 100 


General evidence corroborates the assumption 
that by 1926 the realignment of prices was satis- 
factory in the sense that economic expansion of 
the Prairie region was resumed. In terms of that 
roughly satisfactory adjustment, the price ratios 
of 1920 were much more favourable and those of 
1923 very much less favourable to the region. An 
index of farmers’ purchasing power computed by 
the Searle Grain Company Limited, shows a decline 
of 59 per cent from 1920 to 1924 and a rise of 63 
per cent from 1924 to 1926. 

There were, however, even more rigid elements 
in prairie costs than the sluggish prices mentioned 
above. Taxation had mounted rapidly to provide 
roads, schools, telephones, and the whole com- 
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munity equipment desired by people who had 
settled in a wholly unequipped area, and who saw 
in rising prices the prospects of increased incomes. 
Taxation was reduced but little with the fall in 
prices. More important, purchases of farm lands, 
1917-20, were very large. Wheat prices were high 
and, though yields were low, the memory of the 
phenomenally high yields of 1915 was strong. 
Farmers, calculating the incomes which would 
result, when the yields of 1915 were multiplied by 
the prices of 1917-1920, bid up the price of land. 
Except for the northern areas, the homestead era 
was over and Hudson’s Bay, school, and railway- 
grant lands as well as lands owned by individuals 
were purchased at high prices. Proceeds of sales 
of these lands in 39 years, 1893-1930, totalled $276 
million; for the five fiscal years 1917-1921, pro- 
ceeds were $82 million. For these five years, 
proceeds of these land sales averaged more than 
$16 million a year while for the remaining 34 years 
they were less than $6 million. The average price 
per acre (1917-1921) was more than double that 
paid in the remaining periods. These records are 
indicative of the concentration of land purchases 
from all sources in this period of high prices. 
Records for one Saskatchewan municipality, 
reported by W. A. Allen, show that the average 
cash payment was but 17 per cent of the total 
price.17 

The years, 1918-1920, were one of the periods 
when company (and presumably individual) in- 
vestments in farm mortgages in the Prairie Prov- 
inces, were largest. The fact that in 1917 the three 
provinces enacted Farm Loan Acts (the Alberta 
Act was not put in force) reflected the pressure for 
long-term credit at lower rates. In addition Mani- 
toba and Alberta passed legislation setting up co- 
operative credit societies to supply short-term 
credit. to farmers. 

A great area of prairie farm land was over- 
capitalized and subjected to heavy fixed charges in 
the period of high wheat prices. The high land 
values reflected high potential rather than actual 
farm incomes, for the yields in these years were 
low. 

The cattle industry, which had increased greatly 
during the War, particularly in Alberta, was badly 
hit by the United States Emergency Tariff of 1921, 
and the Fordney-McCumber Tariff of 1922. Not 
only was the export to the United States greatly 


17 See W. A. Mackintosh, Economic Problems of the Prairie 
Provinces, in series “ Canadian Frontiers of Settlement”, (Toronto, 
1935), p. 262. 


40 


restricted, but farmers who had purchased cattle 
for feeding lost heavily through the decline in 
prices. 

Even though farm prices had by 1925 resumed 
a more profitable relationship to other prices, taxes 
and debt charges remained at peak levels. A clear 
demonstration had been given of the vulnerability 
of the Prairie region to fluctuating wheat prices 
and yields. The vulnerability had been greatly 
increased by the fact that in the period of expan- 
sion and settlement, heavy overhead costs, public 
and private, had been assumed to make expansion 
possible and to provide the vast equipment of 
production and of social life necessary for a popula- 
tion of 2,000,000 people. Highly fluctuating in- 
comes made heavy fixed charges difficult to carry. 
To a marked degree the Prairie region was “trading 
on the equity.” The practice was unavoidable in 
a pioneer economy; the danger lay in the degree. 

The depression in British Columbia was sharp 
but not as prolonged as in Nova Scotia or the 
Prairies. The contraction to the low point of 1921 
was greatest in the forest industries (dependent to 
a high degree on the Prairie market), and less in 
fisheries, mining, and manufacturing. — British 
Columbia had not participated to the same extent 
as the other regions in the war boom and her 
contraction was correspondingly less. 


2. APPARENT READJUSTMENT BY 1925 


By 1925 Canadian expansion had been resumed. 
For most industries price-relationships were once 
more conducive to investment, new resources and 
new techniques had started strong expansion in 
certain industries and world conditions were favour- 


able to increased international trade and therefore 
to economic expansion in countries such as Canada. 


“Already in 1925, commercial policy had _ been 
‘normalized’ to such an extent that relatively few 
quantitative restrictions remained. The monetary and 
financial systems of old and new countries were reorgan- 
ized... . The index of world production of primary 
commodities in 1925 had risen to 17 per cent above the 
1913 figures. This should be compared with an increase 
in world population by 6 per cent and in the volume of 
world trade by 7 per cent. The following four years 
saw an extraordinary rapid improvement in technique 
and management both in agricultural and manufacturing 
industries. Transport facilities were much improved 
through the growing use of motor cars and electricity. 
As a number of currencies had been stabilized and the 
commercial policy, although far from stable, did not 
change very much, international trade expanded even 
more than production. For foodstuffs the increase in 
output was small, but the production of raw materials 
advanced by almost 5 per cent per annum and the 
activity in manufacturing industries seems to have risen 
even a little more. During the whole period 1925-29, 
the increase in the production of primary goods was 11 
per cent, but world trade showed the impressive rise of 
19 per cent. This trade revival was stimulated by a 
large increase in international lending.”18 


Into this revival of world trade and investment 
Canada was drawn. The national money income 
had been rising since 1921 but more slowly than 
exports. Not until 1925 was the rise of export 
income reinforced by a strong rise in investment 
and national income increased more rapidly than 
exports. Not only had world factors become 
favourable to this but Canadian industry had 
readjusted itself to changed price and cost condi- 
tions. 


18 Bertil Ohlin in International Economic Reconstruction, 
Carnegie Endowment for International Peace and International 
Chamber of Commerce, 1936, pp. 38-39. 
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Taste 5—Economic Trenps 1921-37 


i : o 
alance nterest et 
aa eae on Account and Long-term 
— Exports | Imports Merchan- | Dividend | Capital 
($ mm.) ($ mm.) dise, Balance |Movement 
: k etc. (*) | ($ mm.) | ($ mm.) 
($ mm.) 
ODT eee ss 800-4 827-8 + 29-8 —187-0 +137-6 
ODD ety: 884-1 744-6 +143-0 —190-4 +2387-1 
1923005 42). 1,003-9 885-1 +263 -6 —213-5 +142-4 
1924..... 1,032-6 789-9 +339:-5 — 202-0 +113:°3 
TO B te. oy. 1,241-1 872-4 +483 -7 —210:-5 — 60-5 
$26 1,266-5 989-1 +429 -3 —218-1 + 54-6 
VO2 ae 1, 222-4 1,083-5 +274-0 —210-8 — 20-3 
VOZS ea. 1,355-4 1, 224-4 +352-7 —221-0 —168-6 
T9290 wens 1,169-3 1,300-6 + 64:3 —260-1 + 66-1 
19307 ....; 874-6 996-7} + 2-1 —288-6 | +315-7 
ps Re eae 593-7 611-1 +201-5 —279-8} + 19-4 
LOS2 ER 492 +4. 418-7 +239-5 —261-8 — 49-1 
LOS Siena 532-3 385-7 +244-3 —224-3 — 50-4 
1934..... 652-9 504-8 +282 -4 —211-6 — 96:9 
1935..... 735-6 542-9 | +385-5 — 208-6 —173-6 
PO30n 7 947-9 625-7 | +542-3 — 233-8 —256-3 
LOST M7: 1,010-0 798-0 +464:-3 — 247-0 —208-0 


Increase 
pda oF i Terms | Wholesale Tht National 
Tivesi- Railway | of Trade Price grant Income (£) 
ment (°) Mileage Haz tie ee Arrivals ae 
(1926 = | Onerat 100) | — 100) () Y 
100) sig ion ) ) =100) 
64-4 386 110-1 110-0 91,728 83 
89-0 167 94-3 97-3 64, 224 83 
84-2 296 85-0 98-0 | 133,729 87 
74-0 405 91-1 99-4 |} 124,450 87 
79-9 291 99-0 102-6 84,907 93 
OOO pee oA ui 100-0 100-0 | 135,982 100 
112-4 220 100-1 97:7 | 158,886 107 
126-6 452 98-0 96-4 | 166,783 116 
154-6 358 97-8 95-6 | 164,993 119 
122-5 667 92-5 86:6 | 104,806 105 
84-6 233 83-6 72-1 27,530 85 
35-6 129 77-9 66-7 20,591 69 
26-1 —- 7 75-6 67-1 14,382 65 
33-7 — 66 79-2 71-6 12,476 72 
42-9 646 79-8 72-1 11,277 77 
43-6 — 364 84-0 74-6 11,643 84 
60-1 176 90-3 84-5 15,101 93 


(*) Merchandise, gold, tourists, insurance, freight, and other current items. 
(6) Value of construction contracts awarded. Canada Year Book (1937), p. 479. 


(°) Canada Year Book (1937), p. 636. 
(*) Export prices as percentages of import prices. 
(*) Canada Year Book (1937), p. 194. 


D.B.S. Price Indexes. 


(f) Monthly Review, The Bank of Nova Scotia, May 1937, and July 1938. Figures for 1936 and 1937 are preliminary. 


Interest rates were about 25 per cent higher 
than in the pre-war period, and public interest 
charges were a much higher percentage of the 
national income. It has been estimated that 
interest charges on public debts in 1925 amounted 
to about 6 per cent of the available national 
income and did not during the ensuing boom fall 
significantly below 5 per cent. Taxation had in- 
creased greatly and is estimated in 1925 to have 
taken 14 per cent of the national income.19 The 
increase in wages during the war period had been 
great and the decrease after 1920 comparatively 
small. Wages in skilled trades stood at 180 in 
1925 compared with 100 in 1913 and 198 in 1920 
according to the Department of Labour’s index. 
Wages of common factory labour at the same dates 
were at 186, 100 and 215 while those of miscel- 
laneous factory trades stood at 196, 100 and 217. 
These indexes of money wages are to be compared 
with cost of living indexes of 152 for 1925, 100 for 
1913 and 190 for 1920. While there had been 
substantial improvement in output per man during 
the war years, the maintenance of these wage-levels 
was made possible by a greatly increased produc- 


19 Bank of Nova Scotia Monthly Review, May, 1937. 
82271—6 


tivity in the post-war years. Industrial produc- 
tivity per man is estimated to have increased by 
more than one-third in the first half of the decade 
and continued to increase thereafter. This was 
accomplished by a better selection of labour after 
demobilization, improved organization, and in- 
creased mechanization. High wages and improved 
machinery were powerful forces in promoting rapid 
mechanization of farms. By 1926 there were 50,000 
tractors on prairie farms and by 1928 more than 
4,000 combine-harvesters. Railway rates had been 
favourably adjusted to prices. Wholesale prices in 
1925 were 60 per cent above the 1913 level while 
railway rates were 47 per cent above. Grain rates 
were 8 to 40 per cent higher. 

Adjustment to these changed factors had been 
made, not only in Canada, but also in the United 
States and elsewhere, largely by very great if not 
unprecedented improvements in organization and 
technique. The adjustment did not, however, 
remove the rigidity of the fixed costs which were 
a larger proportion of the national income than 
they had been in pre-war days. In the face of the 
variability of the incomes of the export industries, 
they increased the vulnerability of the economy as 
a whole and of individual regions. 
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3. THE EXPANSION, 1925-1929 


Expansion in the next five years was rapid and 
widespread. It was favoured by liberal credit, 
technological changes, and agricultural yields, 
particularly in the prairie region, much greater than 
average. 

Despite a price level nearly 40 per cent below 
that of 1920 (export prices, 42 per cent below), the 
value of exports for the calendar year 1929, was not 
far below that of 1920. If other current “export” 
items (tourists’ expenditures, freight, insurance, 
gold exports, etc.), be added, the figure for 1929 
was substantially above that for 1920. Wheat and 
wheat flour, woodpulp and newsprint, sawmill 
products, automobiles, and fish continued to be 
leading exports as in 1920. Sawmill products and 
fish had, however, receded in value. Wheat and 
wheat flour were about the same as in 1920, though 
in the preceding year they had exceeded all previous 
figures. Newsprint and woodpulp had more than 
doubled in value as had also automobiles. The 
most important change in exports had, however, 
been the rise of base metals and gold. The former 
had become third in the list of exports while gold 
exports were almost equal to those of automobiles 
and of fish. 

The concentration on a few large exports is 
significant. Wheat and wheat flour represented 
nearly one-quarter of the whole (and 1929-30 
showed lower exports of wheat than any year since 
1924-25); together with newsprint and woodpulp 
(mainly Quebec and Ontario) base metals (Ontario, 
British Columbia and Quebec) and gold (mainly 
Ontario), they made up more than half the total 
value of exports. For the fiscal years, 1926-1929 
wheat and wheat flour were only slightly less 
important relatively than in the five years preced- 
ing the War, but considerably more important than 
in seven years 1915-1921. Newsprint, base metals, 
and gold had, of course, greatly increased their 
importance. They had replaced in importance saw- 
mill products, various food products, such as meats; 
granulated sugar, and cheese, and a variety of indus- 
trial products which never recovered their war-time 
markets. The new exports were more restricted in 
origin and, by their increasing importance, and the 
rapid increase in investment in their production, 
tended to break the simpler unity which had 
centred on wheat. Though statistical information 
is lacking, it cannot be doubted that the prairie 
market declined in its relative importance for the 
rest of Canada in this period. 


There had been an increased specialization in a 
few exports highly sensitive in price to world 
economic conditions. In the new exports the 
Maritime Provinces had a comparatively minor 
place. 

In the calendar year 1920 there were but five 
manufacturing industries in Canada with a net 
production of over $50,000,000 each. Pulp and 
paper, sawmills, foundries and machine shops, 
meat packing, and rolling mills and steel furnaces 
made up the list. The values had been inflated by 
the price rise and the demands for meat products 
and steel were temporary in nature. In 1929, 
despite prices nearly 40 per cent below the level of 
1920, there were nine manufacturing industries in 
this group. The pulp and paper industry still held 
first place at more than double the figure of any 
other manufacturing industry. Non-ferrous metal 
smelting had risen spectacularly to second place, 
while the electrical apparatus and supplies in- 
dustry (deriving much of its market from the first 
two and from central electric stations) had achieved 
third place. Sawmills had fallen to fourth place 
followed by printing and publishing, automobiles, 
castings and forgings, rubber goods and railway 
rolling stock. Meat packing and flour milling, 
which the unusual demand of 1920 had put in the 
front rank, had during the decade contracted. 

Although estimates for 1920 are unsatisfactory, 
it can be said that national money income per 
head of population was probably lower in 1929 
than in 1920 by reason of the nearly 40 per cent 
decline in prices. Real income per head was prob- 
ably 25 to 30 per cent higher in 1929. Over the 
period about one-third of the national income was 
derived directly from exports. 

At the same time, fixed (money) charges had 
increased greatly both in public and private 
finance and while improved industrial efficiency, 
the exploitation of new resources, and a high rate 
of investment had brought national money income 
nearly up to the level of 1920, sharp fluctuations 
in that money income were sure to occasion great 
distortions in distribution because of the larger 
percentage of fixed charges. Any severe contrac- 
tions in exports would occasion a serious drop in 
money income which the larger percentage of fixed 
charges would thrust with exaggerated severity on 
exposed groups and regions. 

Home investment: was far less dependent on 
capital imports than in pre-war years. From 1920 
to 1924, mainly a period of slack business, net 


capital imports amounted to $774 million, but in 
the boom years, 1925-1929, there was a net capital 
export, l.e., a reduction of net indebtedness abroad, 
of $119 million as compared with a net capital 
import of $1,830 million in the boom years, 1910- 
1914. 

Though there had been no great drop in fixed- 
capital investment, as indicated by construction 
contracts, in the collapse of 1920-21, there was little 
or no expansion until 1926. The indications are 
that between 1925 and 1929 the annual investment 
almost doubled. This combined with an increase 
in “exports” to a level more than 25 per cent above 
the level of 1921-1924 to raise the available national 
income (Bank of Nova Scotia estimate) by roughly 
27 per cent. 


4, INDUSTRIAL AND OCCUPATIONAL SHIFTS 


During the decade, and particularly during the 
last half of it, there had been important shifts in 
the sources of the national income. In general, 
agriculture had declined relatively in importance 
and despite abundant crops the decline had been 
most marked in the later years. Contributing 41 
per cent of the national net production in 1920, 
it contributed 40 per cent in 1925, 36 per cent in 
1928 with bumper crops and 26 per cent with the 
poor yields of 1929. Forestry worsened slightly, 
fishing maintained its relative position, though not 
in the Maritime Provinces, while mining increased 
substantially in relative importance before 1929. 
Since the boom of 1926-1929 was a construction 
boom in contrast to that culminating in 1920, the 
construction industry increased its relative import- 
ance, as measured by net value of production, from 
4 per cent in 1920 and 6 per cent in 1925 to 10 
per cent in 1929. The change in manufacturing 
was most marked; from 33 per cent in 1920 and 
31 per cent in 1925 it rose to 40 per cent in 1929. 
Agricultural prices the world over showed a 
tendency ‘to sag from 1926 on and this was apparent 
in Canadian grain prices, the index for which fell 
from 110 in 1925 to 94 in 1929. The impending 
change was concealed by the abundant yields of 
1927 and 1928 and by improving prices for beef 
and dairy produce. These improving prices at 
home greatly reduced Canadian exports of meats 
and dairy produce and even brought, at the end 
of the period, imports of butter from New Zealand. 
Canadian agricultural exports were, therefore, more 
than ever concentrated in grain. 
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Still further shifts in the Canadian economy can 
be discerned in the census records of occupation. 
Between 1921 and 1931 there were striking relative 
increases in the numbers gainfully occupied as 
unskilled workers, in the service industries (custom 
and repair, domestic, personal and _ professional 
services, public administration, and recreational 
services), in transportation, and in construction. 
Neither manufacturing nor agriculture kept pace 
with these industries. The proportion of the gain- 
fully occupied engaged in “service” industries (in- 
cluding also trade, finance, and transportation) had 
increased from 36 to 40 per cent while that in con- 
struction had risen from 5-8 to 6:5 per cent. These 
changes were associated with increased urbaniza- 
tion, the growing importance of the tourist indus- 
tries, and of occupations related to the increasing 
use of the automobile and truck, and to the heavy 
investment in fixed capital particularly in the latter 
part of the period. It is of significance that several 
of these occupations which were gaining propor- 
tionately were among the most vulnerable from 
the point of view of depression. 


5. Tuer MaritiME PROVINCES 


Broadly the pattern of development for the 
country as a whole was dominated by the experi- 
ence of Ontario and Quebec but there were, within 
the different regions, marked variations in pattern. 

Generally speaking, circumstances were against 
the Maritime Provinces. They faced serious read- 
justments after 1920 and they failed to participate 
fully in the vigorous upswing after 1925. The 
decline was most severe in Nova Scotia and was 
very slight in Prince Edward Island. In the face 
of an increase of 18 per cent in population for the 
whole Dominion, 1921-1931, the population of 
Prince Edward Island had declined, though insig- 
nificantly, that of Nova Scotia had declined by 
about 2 per cent and that of New Brunswick had 
increased by about 5 per cent. In 1921 these 
provinces had 11:4 per cent of the population of 
the Dominion and in 1931 only 9:7 per cent. 


TABLE 6 


Net Value of Production and Percentage to the Total Net Valve of Production for the 
Dominion 


1920 1926 1929 


— (Millions | Per | (Millions | Per | (Millions] Per 
of dollars)| cent jof dollars)| cent |of dollars)| cent 


Prince Edward Island.......... 24-4 0-7 26-3 0-7 23-5 0-6 
INowarScotianiie..cee sesso sseein 185-3 5-0 124-2 3-4 129-4 3-3 
New Brunswick... cc e.hsecstee'e 115°3 3-1 91-0 2-5 87-4 2-2 

325-0 8-8 241-5 6:6 240-3 6-1 
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In all three provinces there was a decline in the 
numbers engaged in agriculture, the largest occu- 
pational group, as also in manufacturing. Those 
engaged in fishing had increased in Prince Edward 
Island and New Brunswick but decreased in Nova 
Scotia. The numbers in the construction industry 
had changed little in Prince Edward Island and 
New Brunswick but had declined sharply in Nova 
Scotia on account of the completion of the Halifax 
building boom and the post-war decline in ship- 
building. There was a shift toward the “service” 
industries, similar to but much less pronounced 
than that in Central Canada. The numbers in the 
Nova Scotia mining industry (coal) had increased 
slightly. 

These shifts in occupation resulted from shifts 
in the competitive position of the chief Maritime 
industries. The war boom had favoured agricul- 
tural areas that were adjacent to the North 
Atlantic. There was some direct export and com- 
petition from other regions was lessened. After 
1920 competition in the European market was too 
severe for anything but specialty products and the 
United States market was closed to many products 
by the tariffs of 1921 and 1922. Only in the 
specialties of apples, table potatoes, and seed pota- 
toes was there significant growth. 

Until the end of the War, Great Britain was the 
major market for Maritime lumber, the most 
important of the forest products. After 1920, the 
long depression in British building reduced the 
importance of that market which yielded first place 
to the United States. The opening of the Panama 
Canal subjected eastern producers to new and 
severe competition from the British Columbian 
product both in the British and the United States 
market. 

The paper industry came late to the Maritime 
Provinces. Though pulp had been manufactured 
for many years, the entire product had been 
exported. The production of paper began in 1923 
in New Brunswick and 1930 in Nova Scotia. It 
had not developed sufficiently up to 1929 to offset 
the decline in lumbering. The estimated produc- 
tion of pulpwood had, however, almost doubled 
between 1925 and 1930 and of it more than half 
was consumed by local mills. 

The fishing industry had likewise experienced 
altered circumstances. During the War all markets 
for fish had expanded. For fresh and frozen fish 
entry into the United States was free. The West 
Indian markets were buoyant, competition was 


reduced, and the home market for fish was in- 
creased. After 1920 readjustment became neces- 
sary. In 1921, United States duties were reimposed 
on fresh and frozen fish, the domestic market 
declined, and West Indian depression narrowed that. 
market. Icelandic and European competition 
intensified the pressure on the industry. The West 
Indian Trade Agreement of 1925 is alleged to have 
effected little for the Nova Scotian fishermen in 
that the preferences granted were equally extended 
to their competitors, the Newfoundlanders. While 
the staple trade in dried and pickled codfish 
recovered only to about two-thirds of its 1920 peak, 
the export and domestic trade in fresh and frozen 
fish and in canned fish offset a large part of this 
deficiency. The net production of the Nova 
Scotian fisheries had been somewhat less than $13 
million in 1920; in 1929 it was somewhat more 
than $11 million. There had been substantial 
recovery by 1926 from the depression, but there- 
after production sagged. 

It has already been indicated that severe read- 
justment faced the coal and steel industry of Nova 
Scotia at the end of the war period. Already before 
the War the United States market had become of 
slight importance for coal. The hope of the in- 
dustry lay in the revival of the steel industry, the 
recapture of the Quebec-Ontario market which had 
been entirely lost during the War, and the expan- 
sion of local markets including railway and steam- 
ship demand. Remarkable progress was made in 
recovering the St. Lawrence market. Having taken 
less than 5 per cent of the total sales in 1920, that 
market was taking 44 per cent by 1929. During 
this period the Canadian tariff on bituminous coal 
was not changed and, while rail subventions were 
established in 1928 and Maritime freight rates had 
been reduced in 1927 these changes had little effect 
on this period, 1920-1929. The fall in water rates 
after 1920 was a favourable factor of major import- 
ance to the coal industry. It should be noted, 
however, that from 1913 to 1927 Maritime freight 
rates had been increased in relation to all other 
Canadian rates. 

Though sales to the St. Lawrence market more 
than recovered their pre-war volume, the con- 
sumption of the steel industry did not reach the 
pre-war mark. Total sales of Nova Scotian coal 
reached 5,700,000 long tons in 1929 as compared 
with 6,500,000 in 1918. Of the smaller amount 
Nova Scotia (including the steel industry) took 
38 per cent whereas she had taken 44 per cent 


of the larger sales in 1913. The contraction of 
the market for rails and railway material, the 
necessity of finding new and diversified steel 
products (in most of which Montreal and Ontario 
planits had the advantage of denser market close 
at hand), the increased importance of steel scrap 
as a raw material and the cheaper supply of it in 
the more densely populated sections of Ontario, 
and the general over-capacity of the world steel 
industries, which made export markets unprofit- 
able, were important reasons for the failure of the 
Nova Scotian steel industry to recapture fully its 
pre-war position. Economies in the use of coal 
in the industry further reduced the consumption 
of coal. The capacity of the steel industry, both 
in Ontario and Nova Scotia, had been greatly 
increased, 1910-12, just as the bounty system 
expired and just as the demand for rails passed 
its peak. Aside from the general 74 per cent in- 
crease in the war period, which was offset by the 
decline in the percentage equivalents of specific 
duties, increased protection was not given to the 
primary steel industry until 1930. 


The ports of Halifax and Saint John had bene- 
fited, during this as during the preceding period, 
from improved railway and harbour facilities. 
Expenditures on the two harbours up to the end 
of 1986 had been respectively, $26,978,000 and 
$21,958,000, of which more than half had been 
made since the setting up of Harbour Commis- 
sions in 1927. The requirement of direct shipment 
to a Canadian port in order that goods should be 
admitted under the preferential tariff (section 7) 
was an additional factor in increasing the volume 
of ‘traffic. 


More than any region of Canada the Maritime 
Provinces were forced to readjust themselves, 1920- 
1929, to changed and unfavourable market condi- 
tions. Except for a modest share in the rising pulp 
and paper and electric power industries and in the 
tourist trade, the great boom of 1926-1929 had 
largely passed them by. The period, 1920-1929, 
was in some respects comparable for the Maritime 
Provinces to that from 1880-1900. There was a 
similar loss of competitive strength in world 
markets, a worsening in the trade position of their 
most important exports. There was a similar not 
fully successful attempt to substitute the domestic 
for the foreign market. The tariff was one among 
‘many influences promoting this change. The effect 
was a difficult transition and the depression of 
those industries for which the domestic market was 
no practical alternative. 
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TABLE 7 


Percentage of the Net Production of Certain Maritime Province 
Industries to Total Canadian Net Production in the Same 
Industries 


faa 1920 1926 1929 


Prince Edward Island— 
A OTICULOUIME Wu iu Maron iredals Mei! 1:3 1 
HESHELIES Mh! MMe Om aon pease is Nee mae 3:5 2: 


Nova Scotia— 
PACA ROUNDS ELAR LLM Ge AU Ae ee 
THI SWERIOS GNM own ina Vial de Cava nut 2 
AVETIATIVO Y HER Cnn PeMceruatal yous ats ONG ule il 
Construction ieee eee De ae 
Manufactures: iyiieine iis deiuete eek 


et SY) 


New Brunswick— 
aXe COLON LADD REMY HNO Al ter MIA AISLE Ra 3-1 
INOHESUR YM ivr ienennne ate nal w/e tana ce 10-0 
IB SIVET TES Vays dy ce. EIB, 0 Wa raha iy NI 8-9 
Dive 


6. Tuer PRrarrizg PROVINCES 


Satisfactory adjustments having apparently been 
made, the Prairie Provinces resumed expansion in 
1925 under the stimulus of higher wheat prices and 
larger agricultural yields. Though agricultural 
prices fell off somewhat, the purchasing power of 
farm products fell only about 5 per cent between 
1926 and 1928. Market conditions and techno- 
logical changes were conducive to expansion. Russia 
had not yet re-entered the wheat market, and while 
the production of wheat in European importing 
countries was increasing, the high yields of later 
years had not yet been reached. Mechanization, 
for which the base had been laid in the technical 
advances and high wages of the war years, came 
rapidly as soon as agricultural prosperity returned. 
The number of tractors on prairie farms increased 
from 50,000 in 1926 to 82,000 in 1931, combine 
harvesters from practically none to 9,000, and motor 
trucks from 6,000 to 22,000. The combines reduced 
labour requirements and labour cost and increased 
the economic area of “the one-family farm.’ The 
tractors and trucks not only did this but in addi- 
tion released a large acreage from the production 
of horse-feed for that of saleable grain. New 
varieties of wheat further extended the area of 
production. The opening of the Panama Canal 
gave to part of the region cheaper transportation. 

The area of occupied farms increased by 24 per 
cent, 1926-1931, that of improved farm land by 22 
per cent and the acreage sown to wheat by 17 per 
cent. Favourable weather conditions gave higher 
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yields so that the average annual production of 
wheat, 1926-1930, was 412 million bushels as com- 
pared with 342 million bushels, 1921-1925. The 
population increase, 1926-1931, was more than 
double that from 1921-1926. Immigration became 
once more important and new settlements spread 
across northern Saskatchewan and particularly in 
the Peace River area of Alberta and British 
Columbia. 

The revived expansion of the Prairie Provinces 
was based on circumstances affecting their major 
product. Agriculture was overwhelmingly pre- 
dominant in the prairie economy but progress had 
been made in other industries. In Manitoba the 
pulp and paper industry, electric power production, 
metal mining, and manufacturing in the Winnipeg 
area had increased and the construction enterprise 
involved had been considerable. In Saskatchewan 
lumber mills and manufacture had shared in the 
general advance. In Alberta there had begun a 
spectacular increase in the production of crude 
petroleum but the coal industry languished. Rail- 
way construction, 1926-1931, in Canada was almost 
entirely the building of branch lines in the Prairie 
Provinces, particularly Saskatchewan and Alberta. 
Of 1,900 miles built, 1,700 were in the Prairie 
Provinces. 

The relative positions of the Prairie Provinces 
in this period are indicated in the following table: — 


TABLE 8 


Percentage of Net Production of Certain Prairie Province Industries 
to Total Canadian Net Production in the Same Industries 


= 


1920 | 1926 | 1927 | 1928 | 1929 
Manitoba— 
JAOTICUICULOM ah cette ettereatan 8-3 9-0 6-9 gon 6-6 
THO LESTRY NE ih Mine ahaha oak 1-1 Tez, 2-1 1-7 2-0 
iHlectricub ower ee kts 4-1 5-4 5-2 5:3 5-2 
Manutactures.vee-e. ose . 4-0 3°8 3°83 3-9 3-3 
Allaindustriesssenaen wae in, BY 5-7 5-1 5-7 4-7 
Saskatchewan— 
MGR BTONNADE See ose Ae Hy ad eed Dic 16-4 | 23-0 | 24-3 | 24-3 16-7 
Manufactures peehio ace. 1-4 1-7 1-7 1-7 1-8 
Mlleindustries ens ee ee 7-8 9-8 | 10-4 | 10-0 6-1 
Alberta— 
ACTICUICUREMS La Mais s ete 12-6 | 16-0 | 19-8 | 16-5 12-4 
Horestnnyy igtet a. chee Mier ie 0-8 ies} 1-7 1-8 Die 
IVT Oe ees acy Cs re ee 11/5) te | fe Lg Resa Wien De Lest) | Inti estes 11-2 
Manufacturesi.2.4. 220)... 2-0 De: 29 Dal 2-3 2-2 
PATTEM CUISGTICS sarin ate eich 7-2 §-2 9-7 8-3 6-0 


The Prairie Provinces shared fully in Canadian 
expansion, 1925-1929, and contributed much to it. 
Saskatchewan and Alberta, except for the lean year 


of 1929, had bettered their relative positions con- 
siderably. The advance, however, was based on a 
conjuncture of circumstances not likely to be 
permanent. The first of these circumstances was 
the shift in world wheat production and exports 
which had occurred during the War. Figures pub- 
lished by the Secretariat of the Wheat Advisory 
Committee in January, 1938, show clearly the 
importance of these shifts:— 


Arras Sown TO WHEAT 


(millions of acres) 


— 1909-1913 1922 
Argentina senate ee ee ieee 16-1 16-3 
Australia sobre eae ets .teehe 7:6 9-8 
Canadacye serie oie tiefos eh auucen 9-9 22-4 
United States eee im anime hawrte «blame: 52-0 67-2 
Four Overseas Exporters............. 85-6 115-6 


Four European Exporters: 
Poland, Lithuania, Danube Basin, 
AN UNAS We teh eke nicrcl. separa tale 97-2 54-9 


Nineteen European Importers........ 50-5 45-9 


- Whereas the four overseas exporting countries 
had 50 per cent of the world export trade, 1909- 
1913, they had 94 per cent, 1922-1923. Canada 
had increased her percentage from 14 to 39. (For 
the calendar year 1928 Canadian wheat exports 
were 53 per cent of world wheat exports.) The 
share of seven European exporters declined from: 
40-5 per cent in 1909-1913 to 1:4 per cent in 1922- 
1923. Nineteen European importers obtained 37 
per cent of their requirements from abroad in 1909- 
1913 and 40 per cent in 1922-1923. These shifts. 
were facilitated by technological changes (including. 
new varieties of wheat) which favoured the over- 
seas exporters. The Prairie Provinces found them-. 
selves at the peak of the 1926-1929 boom with an 
unprecedentedly large share of the world’s export, 
wheat market—a share which was dependent on 
the failure of European importing and exporting 
countries to resume their pre-war scale of wheat 
production and on the willingness of the importing 
countries to admit Canadian wheat freely to their 
markets. Though unquestionably the effectiveness 
of Canadian wheat production had increased rela- 
tively to that of Europe, political and economic 
conditions in Europe caused a lag in the post-war 
wheat readjustment which brought an over-expan- 
sion in Canadian wheat production. When the: 


delayed readjustment was made, the swing was 
greatly exaggerated by depression fears and 
nationalistic programs. 

The second of the circumstances favouring the 
advance in the Prairie Provinces in this period was 
the favourable weather conditions which produced 
average wheat yields for the years 1925 to 1928 
higher than for any other four consecutive years 
in the history of the area. 


7. BririsH COLUMBIA 


The development of British Columbia industry 
during the decade was relatively greater than for 
the country as a whole. It was comparable to that 
of the Prairie Provinces in which, however, in- 
creases were concentrated more in the second half 
of the decade. 


TABLE 9 


Percentage of Net Production of Certain British Columbian In- 
dustries to Total Canadian Net Production in the Same 
Industries. 


— 1920 | 1923 | 1926 | 1927 | 1928 | 1929 


IBOBES UE Vere oe ere eal sete nie Zz 
Hisheries.vaiot ee 4 
Vimo Re ey eee: 1 
Construction 7.5) 4 t il 
Manufacture......... 4 


Total, 
Goods-Producing 
IO GUStHICS snes 6-2) 7-6] 8-0| 7:5] 7-8| 8-4 


In comparison with other regions and with other 
industries in British Columbia, the forest and 
mining industries experienced phenomenal growth. 
Their expansion was, in large part, the result of 
two changes which had revolutionary effects on 
the position of the region: (1) the opening of the 
Panama Canal, and (2) the discovery of a method 
for treating the complex non-ferrous metal ores of 
the Kootenay district. 

The Panama Canal, though first opened in 1914, 
did not affect Canada, because of interruption of 
traffic and high ocean rates, until 1921. From that 
year a steadily increasing volume of traffic has 
served British Columbian ports through the Canal. 
Grain exports from the prairies increased from that 
date and were helped by the rail-rate reductions of 
1922, 1925, and 1927 and the large crops, 1926-1929. 
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The first importance of the Panama Canal for 
the British Columbia lumber industry was that it 
permitted its products to enter the eastern markets 
of Canada and of the United States where it had 
had free entry since 1913. Reports of the United 
States Tariff Commission show vividly the changed 
competitive position of the industry. In 1920 
before Panama Canal competition was effective, 
rail-rates per thousand feet of lumber from the 
Southern pine areas and the Pacific Coast were 
as follows:—?0 


— To To 
New York Illinois 
TROP US LOLITAS Per Rw Ss eRe ake ee $14.04 $10.53 
BromepPaertie: Coastaysa secant aiieteee. 27.30 215s 


The rate from the Pacific Coast to New York 
was stated to be fully two-thirds of the delivered 
price. An investigation in 1929 revealed a com- 
pletely different situation :— 


TABLE 10 


Cost of United States and British Columbia Lumber in New York and Chicago, 
1929, per M. feet (#) 


New York Chicago 
mae Mill | Transpor-| Total Mill |Transpor-| Total 
Cost tation Cost tation 
: $ $ $ $ $ $ 
Douglas Fir— 
British Columbia......... 22.50 10:11 | 32.61 | 22.50 17.31 39.81 
United States............. 22.96 10.45 33.41 22.96 17.28 40.24 


Southern Pineswene si). > ot 28.64 11.05 | 39.69 | 28.13 9.75 37.88 


hint ee “ ae President on Lumber, United States Tariff Commission, No. 32, 
By these rate changes, British Columbia entered 
the eastern markets, which were by far the largest 
markets for lumber on the continent and did so at 
greatly increased mill prices. 

Before the War, British Columbia had been 
dependent for about 70 per cent of her market on 
the Prairies. By 1928 the prairie market had 
recovered to nearly the same absolute figure but 
it was considerably less than one-third of the 
production, now double the pre-war figures. There 
had been increases in exports to other continents, 
very substantial in the case of China and Japan, 
but over half the increase was absorbed by the 


20 Tariff Information Surveys on Articles in Paragraphs 647 
and 648 of the Tariff Act of 1913, U.S. Tariff Commission, 1922. 
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Eastern Canadian and United States markets. Up 
to 1925 the greatest factor in the increase in British 
Columbia lumber production was the opening of 
the Atlantic Coast markets via the Panama Canal; 
after 1925 this was supplemented by the recovery 
of the prairie market and to a less extent by the 
expansion of trade with China and Japan. 

To the expansion of trade in sawn lumber, there 
was added an important share in the rise of the 
Canadian pulp and paper industry. 
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Panama Canal competition also reduced rates on 
a great many commodities moving from Eastern 
Canada to the Pacific Coast, although many 
finished consumers’ goods moving at class-rates 
have not been affected by the competition. It was 
estimated by the Canadian Pacific Railway and 
accepted by the Board of Railway Commissioners 
that, during 1925, 14-7 per cent of the traffic was 
affected by the mountain differential while 85-3 
per cent was not. The major influence in the 
reduction of the importance of the mountain 
differential was the Panama Canal. 


The great increase in the British Columbian 
mining industry dates from 1923. It had expanded 
substantially during the war years on the basis of 
very high prices for base metals. The larger plants, 
more complete technical equipment, and resources 
for experimentation gained in this period, had 
resulted by 1923 in a process for treating complex 
ores in which the cheap available hydro-electric 
power was of the first importance. By 1923, the 
mineral industry had fully recovered its war-time 
peak and by 1925 it was 50 per cent above the 
1923 level. 

The expansion of these two industries was 
followed, particularly after 1925, by expansion of 
the manufacturing and construction industries, 
reflecting a high rate of investment in the region 
for which new markets had been opened and old 
resources enhanced in value. The growth of 
Vancouver, which had been held in check during 
the war period, reflected not only the rapid rate 
of industrial expansion in the province, but also the 
extension of its metropolitan influence into the 
prairie region. 

The expansion of the 1920’s was much less 
dependent on the prosperity of the wheat-growing 
region than that of the pre-war period, though 
inland lumber still relied on that market. British 
Columbia, to a much greater degree than formerly, 
had succeeded in reaching export markets directly 
with her own products. She had made great gains 
but her position was vulnerable. Base metals were 
notoriously variable in price. Her chief lumber 
markets were dependent on the continuance of 
favourable tariff treatment. The high ratio which 
freight rates bore to the mill-price of lumber meant 
that fluctuating ocean rates would bring sharp 
changes of fortune to the industry. The prairie 
market, itself vulnerable, was still of great import- 
ance. In background there was also the fact that 
the expanding industries were based on resources 
subject to depletion. 


8. CeEnTRAL CANADA 


Central Canada, Ontario and Quebec, increased 
the value of net production during the period, 1920- 
1929, from $1,400 million to $1,658 million in 
Ontario and from $962 million to $1,050 million in 
Quebec. Both provinces maintained or even 
improved somewhat their relative positions in 
Canadian production during the decade. Quebec 
lost ground relatively in the middle of the decade 
but gained it back quickly in 1929 with increases 


in mining and construction. Ontario, in contrast, 
withstood the depression, 1921-1924, better than the 
rest of the country, lost ground relatively when the 
upswing came in 1925, and forged ahead in 1928 
and 1929. The relative betterment in agriculture 
in both provinces in 1929 is largely a statistical 
corollary of the fall in prairie farm production. 
The following table shows the positions of the 
main goods-producing industries of this region 
relative to those of the country as a whole:— 
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There was in both provinces a marked increase 
in manufacturing (50 per cent in Quebec and rather 
less in Ontario, 1925-1929), which was not, how- 
ever, disproportionate to the increase in other 
regions. Both provinces shared in the develop- 
ment of the industries processing provincial raw 
materials, particularly the pulp and paper and 
non-ferrous metal smelting industries, and in the 
associated central electric station and electrical 
apparatus and supplies industries, though in the 


TABLE 11 


Percentage of Net Production of Certain Quebec and Ontario Industries to Total Canadian Net Production in the Same Industries 


1923 1924 1925 1926 1927 1928 1929 
16-2 17-3 16-5 15-6 15-1 15-2 19-9 
33°2 31-8 30-8 31-9 32-8 32-7 31-3 
9-5 9-1 10-7 10-8 VE: 7 13-5 14-9 
33-4 32-9 42-0 40-9 32-9 31-7 33-3 
31-6 31-1 30-0 30-4 31-6 30-9 30-9 
24-4 24-2 23-9 23°6 23°6 23°38 26-5 
28-5 30-3 27-1 26-9 25-6 26-2 32-9 
29-6 30-2 29-8 28-0 25-7 26-9 26-8 
37°7 41-2 38-9 35-2 36-4 36-2 37-9 
48-6 48-3 39-4 37-5 45-6 38-8 36-2 
51-3 51-2 51-3 50-7 50-0 50-3 51-2 
39-7 40-3 37-9 37:7 37-7 38-2 42-0 


— 1920 1921 1922 
Quebec— 
ARCZOTEU) UAUI RETA ols GiGiee Cas SER ono are 23-3 23-6 18-6 
IO TES bI age atlclelys 2 ueemeMs Ruse ees. ceed ate 34-0 35-0 34-6 
Oe EE MEN POT RO Oe RR 13-6 9-3 5 
Wonstrictionteye: pac cis os otal s ss elees 28-8 26-4 31-2 
MATA ACHULINE Ws luis sa. s Wels os die eee 29-7 29-6 30-9 
AMMEN US EP IES eet aren lhe ol ails) dyes \ole «sal dies 26-1 26-1 24-7 
Ontario— 
PACU LGU PEIN Saat oEae she) sl oy seein ay aioelget Sais 28-2 29-4 28-1 
IBORCSURV A eMiLeausitel Sisley. 5 a\e rl seh opens sie 27-6 29-7 29-4 
LTE Os CIM OEE IPRAD SUSE I a nD 31-4 29-7 35-8 
GGnStUCbIOMM rs eure n ceeWlekey ei chu s) elated 38-0 45-1 49-8 
INV arate CUI haste eye snes oyoiceas te os. sore aris 51-7 52-8 51-6 
PAULINE CHUSTLICS He eer. srrate otis s » worete ls 38-0 39-6 39-3 


In the maintenance of these positions ‘there were, 
however, certain shifts which are significant. There 
was a tendency, particularly pronounced in Quebec, 
toward absolute and relative decline in agriculture. 
This was associated with a decline in the number 
of farm operators in both provinces though the 
number of farm labourers increased. It was not 
merely the reciprocal of the expansion of prairie 
agriculture, for while agriculture contributed 31 
per cent in Ontario and 37 per cent in Quebec to 
the total net production of each province in 1920, 
it contributed only 21 per cent and 20 per cent 
respectively in 1929. 
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latter case expansion in Ontario was more rapid. 
Cheap power also became the basis of industries 
processing imported raw materials such as the 
aluminum industry based on Saguenay power. 
Aside from the industries applying power to local 
raw materials, Quebec continued to specialize in a 
few large industries while Ontario’s development 
was more diversified. Certain consumers’ goods 
industries using a high proportion of labour con- 
centrated in Quebec while the automobile and 
highly mechanized industries were specialties of 
Ontario. 
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TABLE 12 


Percentage of Total Canadian Net Production in Central Canada for Certain Leading Manufacturing Industries (a) 


Pulp nd Papertea). GL ibe. . He RR on UA cholera eet Ae TEEN 
Nonferrous MetaliSmel ting. i 9. ohm a Goines s oie Ns elas nts a6 0's 
Central BileCeriC Maulous. con nace corn ath teas site Hementierire + teh «sti 
Blectric Apparavusiands Supplies. cringe ee cbeacie a tere ene Peers i ois etre sleals 


IATIFOMODILES RRR RW, rae rat dasle ANGEL MN aS AU ea cee Sar (eae, 
Rubberwirestetesaepic ccc catgut lense tine ore eee Caer Neto ees 
Machin enyycteutati nce d tod cashes arenes teehee etataa as 8 neal oes 
CASEI IS AINE OLR 5.0055 sles ce ie tle ee che Ghee sate MMMM Se Sets oe 
Railway Rolling Stock i.e rs eae ee eee oe eee ee rene oe 
Hard wareiand elo site tuys shee uate ieee naps) cele Aye eA ace ys 
AGTICULEUT Al TAN DIEMCIGS «1... soa craic s etal mm ahs bee ees ee ere in che fe 


CIFATs ANGI CISATEUCES Sieve se steelers eld ae Lee Ae SRE ee eee seke oss 
Wotton: Yarniand Cloths 6 cee) caeae S AME Met a Nai atl aia 
Boots an diSHOESss ar ue ree Mbt reams Stout ca ier penne as Cueto erase ahs. 
RUD Der HOOPWERE Goins cet. seers tte nes Micicat arom lactic RARER ARMA tere t acy stas ‘e 
Clothing: VNiemisy ey gether) caste tenes a eee) cae ake fates Reed ee eases ahs te 
CIGERINY CS WiOMden Ren out ae ee mian ts Baas ey: aoc ere ety sites 
Hosiery. ands Wait Goodsiaenctie cu ieume ime ore tiene oda verano ean ses. Aes 
Furniture ana pRowterineg ee sists sae ss oe ce ohn cite inieie ohare elbuoks os 


1926 1929 
Central Central 
Canada Ontario Quebec Canada 
TA REE 86 32 54 86 
PO EE By 3 53 55 23 78 
a et cate eee 74 42 30 75 
«Ba eee 99 V7 22 99 
Ah Airave Ssinenetey 100 96 Sa yake ote 96 
iets ea ee 97 95 4 99 
PRN ee SN Ae 96 72 25 97 
BE a MA 90 69 21 90 
Aare ae Ot ye: 72 23 53 76 
ADRES ey NE 98 68 29 97 
Peed vAtee eee 97 95 3 98 
all eae Me ReEESTS 100 14 86 100 
Pee eseA ae Ah 89 18 x 93 
5 seehoi es aes Soe 94 36 60 96 
Pe HAN cst dal con 100 38 62 100 
gente ee ae 97 36 61 97 
Mai ean way Hiss 95 56 40 96 
Rd Pepe en nS 15 93 (2 22 94 
o Pinta ec 95 76 18 94 


(a) The net production of the above industries constituted 46 per cent of the net manufacturing production of Canada; the net production 
of the above industries in Central Canada was 41 per cent of the net manufacturing production of Canada. 


The service industries, including transportation, 
trade, and finance as well as the “service” indus- 
tries (personal, professional, governmental, etc.) as 
classified by the Dominion Bureau of Statistics, 
increased in importance during this decade and 
particularly in Central Canada. Of the total gain- 
fully occupied in Ontario and Quebec in 1931, 40 
per cent were in these industries, almost double 
the proportion in manufacturing or in agriculture. 
A large proportion of the increase in gainfully 
occupied persons between 1921 and 1931 went into 
these industries. Thus in Ontario of an increase 


of 238,000 gainfully occupied, only 10,000 went 
into agriculture, 6,000 into mining, 16,000 into 
manufacturing and 13,000 into construction. In 
contrast 37,000 entered transportation, 17,000 trade, 
and 73,000 into “services” as narrowly classified. 
This trend is the result of growing economic 
specialization, greater urbanization, the rise of the 
automobile and truck, and the development of the 
tourist industries. The trend was more pronounced 
in Central Canada than in the other regions 
as shown by the following percentages showing 
the regional distribution of gainfully occupied 
persons :— 


SERVICES 


- Maritime Central Prairie British 
Provinces Canada Provinces Columbia 
ANE Fe ea Re San PAA re ee MRS eT TaN SOM Ped TT Me SERCE HC Gre TAMMEER EES aoc) yt Oa 10-8 62-6 18-0 8-6 
UES A OUST gaan eid Cuee ee Oe LRA RIESE ROT Ra LN AEN ii dette iar ached CA Me MURR ed best ct 0 10-1 61-8 19-7 8-4 
POSTE EM Seay Sn ae ae ates veld ett) c ar Na eC ie MCD RR AGE 2p RUE a 8-0 63-5 19-5 9-0 
ALL OTHER INDUSTRIES 
BL ened coe Cia ke BRN tine Le Oe ee ith er ee 5 ME OTE” SIL Le Ron 12-3 59-6 20-9 7-2 
ORT, ks. WOE. Cae ee, fe Ne retek aT a OC al I 2 a a 11-4 59-3 23-0 6-3 
IRS Ae Aceon im genni ee RAT DAP ME ME ea ath UPN deme enya Wc OND, Bi ERTL wn 9-5 58-9 24-4 (O74 


9. THr GrowTH oF MmETROPOLITAN AREAS 


Regional and industrial shifts as well as the effect 
of forces conducive to the growth of large urban 
areas were reflected in the shift of population 
toward large cities. The proportion of the popula- 
tion living in urban municipalities increased from 
49°5 per cent in 1921 to 53°8 per cent in 1931, and 
the increase in urban population accounted for 77 
per cent of the total Dominion increase. The 
greater concentration was predominantly in cities 
over 100,000, the proportions of total population 
in these centres being 18-9 per cent in 1921, and 
22°4 per cent in 1931. Almost half the Dominion 
increase occurred in six urban areas and almost 40 
per cent in the metropolitan areas of Montreal, 
Toronto, and Vancouver. 


PERCENTAGE INCREASES IN PopuLATION, 1921-1931 


Mombiyealle isan eee ls tes areca tdovey: releh beret ace toisie Oe 
York (Toronto).. LT Estey ee ence Wont aan Oe 
District 6, B.C. (Vancouver) .. Rie rites Mees Veen Med 1 eos 
District 4, Manitoba (Winnipeg) LL MELAS OA eT 
Wentworth re eee: : SAE AM Utes eid Oa ies | 2 
Essex (Windsor). . DUG tS EG OPN LL MS IRL iSO 
All Urban Population. . SA aaron ae SI ee Near ekgaaite, std | ates 
Total Dominion Population. . Ra, Ohl We ewes veri RES 


These high rates of increase were associated with 
greatly enlarged financial and other services and 
with concentration of certain types of manufacture. 
In the case of Vancouver the increased importance 
of the port and its widening hinterland were 
dominant influences. No obvious measures of the 
growth of services in these urban areas are avail- 
able but some rough indication of the localization 
of manufacture about these large markets can be 
given. Certain industries, of course, of which the 
pulp and paper and central electric station indus- 
tries are Obvious examples, are drawn to their 
resources. In 1920, the value of net production of 
manufactures in the six urban areas listed above 
was 52 per cent of the value of net production of 
manufactures (less that of the pulp and paper and 
central electric station industries) throughout the 
Dominion. In 1929 the percentage was 56 per cent. 
There was a similar increase in the proportion of 
capital invested in manufacturing in these areas. 
Montreal in particular contributed to this increase. 
This tendency was in line with the tendency toward 
greater interdependence and also with the tendency, 
apparent in other countries in the same period, of 
lighter manufacturing industries to locate near large 
urban markets. 
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Bt 
10. Tarirr Poxuicy 


As mentioned earlier, the Canadian tariff was 
changed during the war period by the addition of 
7% per cent to the general and intermediate rates 
and 5 per cent to the preferential rates. In 1919 
and 1920 this increase was abolished with the 
exception of one or two items. The great rise 
in prices up to 1920 had the effect, because of 
specific duties, of lowering the average ad valorem 
equivalent of the duties. The direction of this 
change is indicated by the decline in the average 
ad valorem rate of duty on all dutiable commodities 
from 27°4 to 20°6 per cent between 1914-1915 and 
1920-1921. (This is not, however, an accurate 
measure of the quantitative significance of the 
change.) With the fall of prices the percentage 
rose in 1922-1923 to 24-9 and was 24°3 in 1929- 
1930. 

No attempt was made at a general tariff revision 
until 1980 but a number of significant changes 
were made in individual items. In 1919, 1922, and 
1924 substantial reductions were made in the duties 
on farm machinery. Thus the rates on tillage 
implements which had, under the 1907 tariff, been 
125, 174, 20 per cent, were raised by the war-time 
increase to 174, 25, 274 per cent. Subsequent 


preferential, intermediate, and general rates 
were :— 
LOL95 MEER ey Rasy! LOG wUINIS FHL). A896 
108 Wal muh ae LO is Loh, | 198.06 
LOZ ee sie es Serteictes e Free 74% 74% 


Harvesting ete which had, under the 1907 
tariff, been dutiable at rates of 124, 174, 174 per 
cent had had a reduction in 1914 to 124, 124, 124 
per cent. Subsequent rates were:— 


U7 By SA EPs CBRE ory. ids 14% 10% 10% 
LO ORE a RRA. eee a rR aIReMN aoe Free 6% 6% 
Rates on Veonletel implements, n.o.p., had 

changed as follows:— 
TOOT WNW. LE AP ERPS COOL ii aes opty (125% 
TOLB DH ah Ge ae haa ODN CG: MSOC! ye SOhOD 
TOI ele eee ee Neo) mit on cae | No OG 
LIZA Lae Lees) fe Ge TOL GG ETE CEIYS. LIS t9% 
GOA hi wiuadn wear ath we ToM luk LOG WunslO. 2 


The A Aapietlies of farm machinery had _ been 
relieved by being granted drawbacks on a portion 
of the duties paid on materials and in 1924 by 
reduced rates of duty on materials imported. 

An even more complicated device was used to 
effect in 1926 a reduction of duties on automobiles. 
Since 1907 the rates of duty on all automobiles had 
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been 224, 30, 35 per cent. In 1926 rates on the 
less expensive automobiles were reduced to the 
following rates:— 
Retail Value not more than $1,200 
12506), 874 951 0% 
Retail Value more than $1,200 but less than $2,100 
15% 25% 274% 


Relief was given to the manufacturer by admitting 
specified parts not made in Canada free of duty 
and granting a drawback on others of 25 per cent 
of the duties paid, provided that 50 per cent of the 
value of the automobiles produced was “Canadian 
content.” The history of protection to the auto- 
mobile industry is an illustration of tendencies in 
Canadian manufacturing (excluding processing )— 
protection in the home market against finished 
United States products, access to the United States 
market for specialized materials at low rates of 
duty, protection for most of the export trade under 
preferential agreements with Empire countries. 

The tariff changes of May, 1930, which were in 
effect only till September of that year do not 
require comment except to point out the adoption 
of an old device of making tariff reductions by 
means of an extended British preference and the 
substantially increased protection given to the 
primary steel industry above the level which 
existed when the iron and steel bounties expired 
in 1910. 

A significant change of regional importance was 
made in 1923 when a reduction of 10 per cent of 
the amount of the preferential rates was granted 
where imports were shipped direct to Canadian 
ports. Certain commodities were excluded from 
this provision and it did not apply to items carry- 
ing a rate of 15 per cent or less. It was however 
important for Maritime ports and Montreal in 
their competition with New York. In 1926 the 
policy was extended to make not only the 10 per 
cent reduction but also the application of pref- 
erential rates dependent on direct shipment to 
Canadian ports. The extension was in conformity 
with the general policy of using the tariff to 
promote traffic by all-Canadian routes. 

During the period also the trade treaty policy 
was extended. Limited lists of commodities were 
covered by treaties with France, Italy and Belgium. 
For the fiscal year, 1929-1930, of ‘dutiable imports 
amounting to $819 million, goods to the value of 
$613 million were imported under general rates, 
$147 million under preferential rates and $59 
million under treaty rates. 


11. TRANSPORTATION PoLicy 


The completion of the Hudson’s Bay Railway 
(1929) and the New Welland Canal (1913-1932) 
and the further development of harbours were the 
results of Dominion transportation policy on its 
developmental side. The costs were borne by the 
Dominion as a whole, though to a marked extent 
the expenditures were made in response to regional 
pressures and agitation. The expenditures were 
designed to aid the export regions, particularly 
prairie grain export and to increase the terminal 
and shipping facilities of ports in the Maritime 
Provinces, Quebec, and British Columbia. The 
expenditures, including loans, guarantees, and 
subsidies, made between March 31, 1922, and 
March 31, 1937, and the total expenditures up to 
March 31, 1937, are given below:— 


Accumulated 
—_ 1922-1937 Total to 
March 31, 
19387 
$000,000 $000,000 
Harbour Improvements and Dock and 
Terminal Macilities):.).)5)/\v acne seen 165 272 
River Improvements...............-- 44 73 
Caria Vem yra Mette coals SNe Ses aN 104 243 
Rally ayer neni nis ON Walaa) Laila ae 955 2,897 


Post-war readjustments in railway rates were 
strongly in the direction of regional equalization 
except that rates below the scale of the central 
territory were restored to the Maritime Provinces. 
Railway rates generally had, according to the 
weighted index of the Dominion Bureau of 
Statistics, been increased from a level of 67°45 in 
1914-1915 to one of 124°89 in September, 1920. 
As mentioned earlier these increases had tended 
toward equalization. Eastern rates had increased 
by 111 per cent, Western rates by 69 per cent, and 
Transcontinental rates by 67 per cent. By 1926 
the general freight rate index had fallen from 125 
in 1920 to 100. The reduction in rates on agricul- 
tural products had been from 145°6 in 1920 while 
the reduction on manufactures and miscellaneous 
goods had been from 119°3 (1926=100). These 
compare with reductions in prices (1926 = 100) 
from 156 for wholesale prices generally, from 157 
for manufactured goods, and from 124 for the cost 
of living. Railway rates, therefore, had not been 
reduced as much as prices but the relationships 
were favourable in comparison with those of the 
pre-war period. 


The downward adjustments of freight rates up 
to 1927 had the effect of improving the position 
of British Columbia, and the Prairie Provinces, as 
against the central territory of Ontario-Quebec. 
Following general reductions in 1921, the increases 
in rates since 1916 stood at 96 per cent Eastern, 
56 per cent Western, and 54 per cent Transcon- 
tinental rates. In 1922 the Crow’s Nest Pass Agree- 
ment rates were re-established for grain and flour 
moving eastward from the prairies. The 14 cent 
rate of 1897 from Winnipeg to Fort William was 
re-established, though not the 10 cent rate resulting 
from the Manitoba Agreement.21 The lower rates 
on commodities moving to the prairies were not, 
however, re-established. In the same year a 74 
per cent decrease was made on basic commodities. 
That is, the 1920 increases of 40 and 35 per cent 
had, by successive decreases, been reduced for these 
commodities to 174 per cent in the east and 124 
per cent in the west. Of particular importance to 
British Columbia in this reduction, which included 
“forest products,’ was the provision that in calcu- 
lating Pacific Standard rates from Prairie rates the 
mileage should be multiplied by one and a quarter 
instead of one and a half as formerly. From 1894 
to 1914 the ratio had been 2 to 1. 

A voluntary reduction in 1922 of 20 per cent on 
grain and grain products from prairie points to the 
Pacific coast was followed by a further reduction 
on order in 1923 of 10 per cent. In 1925 a further 
reduction (estimated at 5 per cent) was ordered to 
bring these rates into conformity with the Crow’s 
Nest Pass Agreement rates on grain and grain 
products moving eastward. In computing the 
rates the mileage of Canadian National Railways, 
Edmonton to Vancouver (766 miles) was used as 
the basis for Calgary to Vancouver rates (642 miles 
by Canadian Pacific). In 1927 by order main line 
rates on grain to Vancouver were extended to all 
branch lines and grain rates from Fort William to 
Quebec were reduced by about 47 per cent to put 
that port on an equal basis with Montreal in 


accordance with the spirit of the National Trans- 


continental Agreement of 1903. 

By readjustments of rates between 1913 and 
1923, Maritime rates generally had been brought 
up to the level of Ontario-Quebec rates—a change 
which was a serious disability in a difficult period 
of readjustment. The protest of the Maritime 
Provinces was referred to the Maritime Claims 
Commission and following its report, the Maritime 
Freight Rates Act, 1927, provided that rates within 


21See above, IV, 7. 
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the territory east of Levis and Diamond Junction 
should be reduced 20 per cent. On traffic moving 
westward out of the territory the 20 per cent reduc- 
tion was to apply to the eastern portion of the 
rate. The reduction was not to apply, however, to 
trafic moving into the territory. In other words 
“exports” from the territory received the advantage 
but against “imports” from the rest of Canada into 
the territory the higher transportation protection 
remained. The reductions of rates so made do not 
bear on the railways as provision was made in the 
Act for reimbursing the railways for the difference 
between “normal” and “statutory” rates. Up to 
March 31, 1937, the Dominion government has 
reimbursed the railways under the Act to the extent 
of approximately $25 million. 

Some indication of the extent of railway rate 
equalization, as it applied to class rates, may be 
obtained from a comparison of the percentage 
relationships in the various traffic territories of 
Fifth Class Maximum Standard Mileage Rates for 
a distance of 400 miles. The selection of this 
class and distance is quite arbitrary and the inten- 
tion is merely to show simply the direction of 
changes. In 1914 Pacific rates were 77 per cent; 
Saskatchewan-Alberta rates 49 per cent; and Mani- 
toba rates 37 per cent above Ontario-Quebec 
(Central) rates while Maritime rates were 17 per 
cent below Central rates, having previously been 
as much as 40 per cent below. By 1923 Pacific 
rates were 32 per cent and Prairie (Manitoba- 
Saskatchewan-Alberta) rates were 14 per cent 
above Central rates while Maritime rates were 
equal to Central rates. In 1927 Maritime rates 
were reduced to approximately 20 per cent below 
Central rates. 

In addition to these changes, numerous changes 
in commodity rates (which cover the bulk of rail- 
way traffic), particularly those affected by Panama 
Canal competition, had modified the general 
structure. The whole history of railway rate 
regulation, whether by statute or by decisions of 
the Board of Railway Commissioners or the Cana- 
dian Privy Council, has been a history of attempts 
to reduce differences (the Maritime Freight Rates 
Act was an exception) and to promote traffic 
between regions even at the expense of the 
Dominion purse. 


12. RECAPITULATION 


The phenomenal expansion of production in the 
period 1925 to 1929 exhibited in Canada a familiar 
pattern. Favourable demand and improved tech- 
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niques of production resulted in a great expansion 
of exports and a still greater expansion of imports. 
Following the increase in exports came a great 
increase in home investment and a rise in the 
national income. These changes were accompanied, 
in contrast to previous periods, by a sufficient rise 
in Canadian savings to exceed the home investment 
and reduce net external debts. 

The different regions shared in different degrees 
in this expansion. Ontario, Quebec and British 
Columbia shared more than proportionately in the 
rise in the national income. The income of the 
Prairie Provinces rose rapidly until 1928 but the 
poor yields of 1929 resulted in a decline. The long 
post-war depression in the Maritimes was overcome 
and the income of the region grew steadily after 
1926 at about the same rate as for the country 
as a whole. 

The world expansion of this period was on a 
base rendered precarious by reason of the disloca- 
tions in world trade, the political tensions amid 
which the expansion took place, and the inordinate 
expansion of credit which flowed out from the 
United States and other creditor countries. Within 
Canada itself there were certain definite weak- 
nesses. The position of wheat demonstrated its 
instability some time before the crisis. The post- 
war readjustment in wheat had been postponed but 
not averted. Coincidence of heavy yields in Europe 
and America was the occasion for drastic declines 
in wheat prices, and wheat and flour accounted, as 
before the War, for more than one-quarter of 
Canadian exports. Production of newsprint had 
‘ncreased more than threefold between 1920 and 
1929 and despite phenomenal increase in demand 
during the boom the price was sagging from 1922 
on. In a too rapid expansion the industry, which 
is characteristically one of heavy overhead costs, 
had assumed a peculiarly rigid financial structure. 
Under the particular circumstances of the time, 
the price of its principal product was extremely 
vulnerable. The increasing importance of the 
automobile industry gave another expanding source 
of income which was liable to sharp contraction 
should a depression be encountered. Increased 
proportions of the gainfully occupied population 


had been drawn into the construction industry, the 
service industries, and into unskilled trades gener- 
ally. They had been drawn from less to more 
vulnerable positions. 

There were important elements of strength in 
the increasing importance which new resources and 
improved methods had given to the gold mining 
and base metal industries. In the latter case, the 
strong upward trend was, however, associated with 
an extreme variability in price. There was ultimate 
strength also in the greatly extended electric power 
development. 

In short, the position was characterized by a high 
national income which was dependent on the main- 
tenance of exports, the chief of which were subject 
to wide variations in price and of which the two 
major ones were in weak positions. The high 
national income was also dependent to a marked 
degree on a high rate of capital investment which 
was not likely to continue undiminished even apart 
from the world crisis. The counterpart of this 
was the drawing of larger proportions of the popu- 
lation into peculiarly vulnerable occupations such 
as that of unskilled workers in the construction 
industry. To these must be added an increased 
rigidity in private finance because of a greatly 
increased proportion of bonded indebtedness. 
Further, from 1921 to 1930 about 18 per cent of 
the national income was being diverted to govern- 
ment expenditures which are in general less flexible 
than private expenditures. Nearly 6 per cent of 
the national income was required during this period 
to meet government debt charges. While these 
were but transfers of income they constituted rigid 
elements in expenditure for some groups and rigid 
elements of income for others. To meet this rigid 
requirement governments were dependent to a high 
degree on the maintenance of imports as the basis 
of customs revenue (over 40 per cent of total 
Dominion receipts in 1929 and 1930) and on the 
continuation of a high rate of investment. Thus 
these inflexible elements in the flow of Canadian 
income were to force disproportionate reductions 
in flexible incomes when the total national income 
contracted while government finance was to be 
under critical strains from falling revenues and 
intractable expenditures. 


CuaptTer VI 


THE COURSE OF DEPRESSION AND RECOVERY, 1929-1938 


1. THe Worup DEPRESSION AND RECOVERY 


The Great Depression, which began with the 
crisis of 1929, was the second violent post-war 
readjustment throughout the world. Evasion and 
postponement of fundamental readjustments in the 
20’s and the adoption of wrong political and 
economic policies increased its violence and magni- 
tude to unprecedented proportions. The very 
magnitude and speed of the decline generated 
elements of panic and fear which still further 
intensified its violence. 

As has been pointed out with specific reference to 
Canada, readjustments in the economic world had 
been made by 1925 which were superficially and 
temporarily successful. Even aside from such 
refractory problems as reparations and _ inter- 
governmental debts, certain adjustments of crucial 
importance, however, had not been made. 

The world had not accommodated itself to 
certain great shifts in production. The maladjust- 
ment which underlay the agricultural crisis is 
described below. This was but the greatest of a 
series of maladjustments associated with the in- 
crease of manufacturing in the Orient and other 
non-European countries, the economic disruption 
of the Danubian Valley, the abnormality of 
production and trade in Germany, and the isolation 
and disorganization of Russia. 

In most countries, though not in the United 
States, interest rates were much higher than before 
the War. At these rates there flowed abundant 
capital from the creditor countries and debts were 
piled up at an enormous rate. To a greater extent 
than formerly new investment created debts 
(bonds) rather than ownership (shares). Financial 
structures were by this increased “leverage” 
rendered highly unstable in the face of income 
fluctuations. 

It is generally recognized that, in the re-estab- 
lishment of the gold standard, the United Kingdom 
- (1925) gave too high an external value to the pound 
while France (1928) set too low an external value 
on the franc. Aside from the handicap which this 
imposed on Great Britain’s export industries, 
already subject to severe pressure by reason of 
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shifts in markets and competitive conditions, it 
had the unfortunate effect of preventing the world’s 
most experienced creditor nation from taking the 
lead. New York and Paris, decidedly inexperi- 
enced, enjoyed a freedom which was denied to 
London, the most highly organized of the capital 
markets. Though she continued with some diffi- 
culty to lend long-term capital in countries where 
prospects of earnings were higher than at home, 
the high short-term rates of interest necessary in 
Britain for the maintenance of her exchanges 
attracted foreign deposits liable to be withdrawn 
at the first suggestion of insecurity. 

The United States emerged from the war period 
as the world’s greatest creditor, a position which 
her experience did not enable her to fill while her 
traditional prejudices were a positive disqualifica- 
tion. Her position required that as a creditor she 
should accept goods and services from her debtors 
in payment of interest, or provide by increased 
lending abroad the foreign exchange to meet these 
interest payments, or do both. Dependence 
exclusively on either the first or the second option 
was likely to provoke violent repercussions both at 
home and abroad. In the event, the United States 
in part chose and in part was assigned the second 
of these alternatives. In 1921 and 1922 she raised 
the tariff barriers against an impending increase of 
imports, and later added to her equipment the 
inappropriate and ill-conceived instrument of a 
tariff adjustable by executive order. The effect of 
this instrument was in the direction of offsetting 
the efforts of debtor nations to build up the export 
surpluses necessary to the meeting of interest pay- 
ments in the United States. The resultant diffi- 
culties of her debtors and of other creditor nations 
were enhanced by an almost revolutionary improve- 
ment in the technical efficiency of United States 
industry—an improvement which would have 
justified a reduction rather than an increase in the 
United States tariff and flexibility of trade rather 
than flexibility of tariffs. The accumulation of 
savings out of a greatly increased national income 
gave to the United States rates of interest in the 
20’s “fully one per cent lower than before the War 
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whereas Great Britain had to adjust its economic 
system to a rise in the rate of interest by one- 
half.”22 These low rates of interest in the United 
States, in the face of the scarcity of capital in 
Central Europe and South America and in the face 
also of the great war-time extension of the bond- 
buying public, provoked an export of capital— 
temporarily stimulating—but disturbing in its 
magnitude and postponing ultimate readjustment. 
The easy-money policy of the United States in 1927, 
adopted with the entirely well-intentioned purpose 
of easing the strained position of Britain not only 
gave fresh stimulation to capital investment in the 
United States and elsewhere; it promoted, through 
reduced interest rates and increased capitalization 
multipliers, a frenzied acceleration in the upward 
revaluation of United States securities and prop- 
erty (“equities”). When it had gathered its full 
momentum, the stock market boom of 1928-1929 
by its speculative demands for credit decreased and 
offset the capital export by which the temporary 
world adjustment was being made. ‘The inor- 
dinate emphasis on monetary expansion and on 
capital export as a means of international adjust- 
ment had postponed the fundamental realignments 
of production and trade and magnified the ultimate 
collapse. 

The world depression which followed bore a 
family resemblance to previous depressions but was 
peculiar in its magnitude and in its incidence. 

Perhaps its most important peculiarities resulted 
from the coincidence, partly fortuitous, partly 
inevitable, of an agricultural with an industrial 
crisis. Whether the agricultural crisis would have 
occasioned collapse in any case is debatable but 
the coincidence was a major factor in the magnitude 
and the direction of the depression. Reference has 
already been made to the shift in wheat production. 
Initially the result of war-time changes, this shift 
from European to overseas production was 
economically justified by reduction in production 
costs in subhumid grassland areas. In the early 
post-war period it was not only encouraged by 
impairment of European production and lower 
shipping rates but facilitated by lower European 
tariffs. In 19138, 24 per cent of United States wheat 
exports went to countries imposing duties of over 
35 cents per bushel. Of much larger exports in 
1922 virtually none encountered duties of this 


22 Ohlin, International Economic Reconstruction, Carnegie En- 
dowment for International Peace and International Chamber of 
Commerce, Paris, 1936, p. 41. 


height.28 After 1925 Europe turned to agrarian 
protection as in the last two decades of the 
nineteenth century. Germany, Austria, and 
Czechoslovakia imposed wheat duties and Italy 
inaugurated “the battle of the grain.” By 1929, 
of the importing countries of Europe all but the 
United Kingdom, the Irish Free State, Belgium, 
and the Netherlands imposed substantial duties 
on wheat. Under this protection, European 
countries had exceeded their pre-war production 
and, though the outside world paid little atten- 
tion, Russia was applying the new agricultural 
methods and machinery to the recovery of her 
pre-war position as a wheat producer. Only the 
speculative accumulation of stocks by those who 
mis-read the signs, maintained prices in 1929 
following the large world crop of 1928. There was 
probably not at that time a serious over-production 
but the industrial crisis and the reappearance of 
Russian exports precipitated the agricultural crisis. 

Once the catastrophic decline in vegetable food 
prices began, it was communicated to all agricul- 
tural prices and drove those food-importing 
countries which were also large producers in a 
panic to unprecedentedly extreme _ protective 
measures. By 1932, France, Germany, and Italy 
were paying for home-grown wheat more than two 
and a half times the Liverpool price for overseas 
wheat. Such high prices tended not only to 
increase the protected production but also to curtail 
consumption of wheat and of other foodstuffs. 

With the onset of the industrial crisis catastrophic 
declines also occurred in the prices of non-agricul- 
tural raw materials. As a result world production 
of these had declined by 1932 by about 25 per cent 
of the 1925-1929 level.2# World wheat acreage, 
however, increased in the face of lower prices, 
though the main increases were in the highly 
protected European countries. The reduction of 
accumulated stocks depended on crop failure 
rather than acreage reduction. Even in the export 
countries where the full impact of the fall of 
prices was felt, acreage at first tended to increase 
as producers, lacking alternative employment, 
endeavoured to increase their fallen incomes by 
increased outputs. 

The economic facts bearing on wheat—the 
inelasticity of demand, the maintenance by trade 


23 World Trade Barriers in Relation to American Agriculture, 
Washington, Seventy-third Congress, Senate Document No. 70 
(1933), cited in Agricultural Protectionism, Economic Committee, 
League of Nations, Geneva, 1935, pp. 15-16. 

24 World Production and Prices, 1935-86, Economic Intel- 
ligence Service, League of Nations, p. 11. 


barriers of high prices to consumers in the face 
of low prices to producers, the substantial and 
relatively rigid transportation and processing costs 
intervening between the export producer and his 
consumer market, and the lack of alternatives to 
wheat production for important export regions— 
these made even very great declines in price of 
little effect in promoting a balance lane con- 
sumption and production. 

The agricultural crisis was perhaps the most 
severe and (after the event) the most refractory 
element in the Great Depression and in its impact 
on Canada nationally and regionally was direct and 
disastrous. 

A second feature of the Great Depression, 
peculiar in its magnitude and of especial signifi- 
cance to Canada, was the great contraction of 
international trade. By the spring of 1933 the 
quantum of world trade had fallen 28 per cent, 
gold prices 52 per cent, and the total value 65 per 
cent from 1929. The fall in prices had been 
greatest in raw materials; the fall in quantities 
had been least in foodstuffs and greatest in manu- 
factures. Except in raw materials the fall in the 
quantum of world trade had been much greater 
than the fall in world production. 

Though a decline in international trade was an 
expected feature of depression, so great a fall in 
comparison with production was an automatic 
result of the maintenance of the prevalent specific 
duties, which were rapidly becoming more onerous 
in a period of falling prices, reinforced by the 
multiplicity of extreme protective measures taken 
by countries in the endeavour to shield producers 
from the full impact of the collapse. Though 
autarky, or economic self-sufficiency, later became 
an end of policy in itself in some countries and 
though some ingenious arguments were found to 
favour a lower relative importance of international 
trade, the initial swing or scramble to protectionism 
was 2 policy of sauve qui peut. It could yield the 
desired results only if restricted to a few small 
countries. With practically all nations participat- 
ing, it intensified the depression and biased it in a 
special direction. The creation of new vested 
interests and increased international tension trans- 
formed a panic-driven protectionism into a calcu- 
lated movement toward economic nationalism. 
New trade arrangements were almost wholly of a 
limited bilateral type and were often preferential 
and discriminatory in form, giving trade restrictions 
new directions rather than reducing them. 


57 


In pre-war depressions, when free-trade Britain 
was overwhelmingly the most important creditor 
nation, the relative freedom of trade or at least 
stability of trade barriers, and the willingness of 
the creditor to lend and by a liberal trade policy 
in effect to accept goods in payment, gave a 
flexibility to world economic relations and a space 
for readjustment which were sadly lacking in the 
depression starting in 1929. In the period, 1930- 
1932, the United States, Great Britain, and France, 
the important creditor countries, increased trade 
restrictions and thus not only intensified the con- 
traction of trade but threw a greater share of the 
strain of contraction on the debtor countries 
exporting food and raw materials. The terms of 
trade, the rates at which exports exchanged for 
imports, changed by much more than was justified 
by technical improvements in food and raw- 
material production and swung sharply adverse to 
such countries. Canada, drawing about one-third 
of her national income directly from exports of 
goods and services (predominantly raw materials 
and slightly processed products) was profoundly 
affected by these conditions. 

It is not necessary to attempt any detailed 
explanation of the origins and course of the 
monetary and financial crises which marked the 
down-swing of depression. Exchange relationships 
and monetary standards proved unstable in the 
face of wide dislocations of production and trade. 
Differentials between countries in interest rates, 
financial nervousness bred by experience of war 
and inflation, and instability in certain money 
markets had created by 1929 a large amount of 
short-term funds certain to intensify any panic and 
to break down monetary standards. Monetary and 
credit crises, extending from the collapse of the 
Kreditanstalt in May, 1931, to the banking crisis 
in the United States in February, 1933, intensified 
the downward spiral of liquidation and deflation 
and the precipitous fall in prices. 

The depression was marked by instability not 
only, as would be expected, in debtor countries 
but in the creditor countries as well. London, 
with her currency over-valued in relation to her 
cost structure and with her abnormal short-term 
balances, had little strength to extend help and 
her efforts to maintain credit in Central Europe 
resulted in herself being compelled to abandon 
gold. New York was hampered by lack of experi- 
ence, weakness in the domestic banking situation, 
and an extreme lack of confidence which culmin- 
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ated in the banking crisis of February, 1933. Paris, 
at first in a seemingly strong position, found her 
position undercut by the depreciation of the pound 
and the dollar. Inability and at times unwilling- 
ness of the creditor countries to relax credit and 
ease the position of the debtor nations were further 
world-depressing influences. 

The result was a decline of prices much more 
than cyclical in magnitude. It was a downward 
shift, comparable to that following 1873, and likely 
in default of positive measures to persist through 
more than one business cycle. In the Great 
Depression of the late nineteenth century, however, 
Canada had been favoured more than competitor 
countries by falling transportation rates and her 
competitive position strengthened. After 1929 the 
reverse, rather, was true. 

The downward shift of prices brought about a 
particularly violent decline in the export prices of 
raw-material producing countries, on which the 
greatest initial impact of a price decline usually 
falls, and enormously increased the real burden 
of debts in those countries, resulting either in 
default or in disproportionate reductions in exposed 
incomes. Because of the magnitude of the price 
dislocations and particularly when London itself 
was forced to allow the pound to depreciate, debtor 
countries successively were forced to abandon their 
old exchange standards. This had been a familiar 
accompaniment of severe depressions but never had 
there been such wholesale modification of exchange 
parities. 

By the spring of 1933, following the United 
States crisis, it was clear that the tide of deflation 
had turned. Indeed industrial production had 
begun to increase in the United Kingdom in the 
latter part of 1931. As the number of countries 
able to undertake expansionist credit policies 
multiplied, recovery widened. Its strength was 
greatly increased by the credit and income expan- 
sion initiated by the United States after the 
devaluation of the dollar. Recovery lagged in the 
gold-bloc countries where deflation was the only 
policy consistent with the maintenance of the gold 
value of their currencies in the face of depreciation 
elsewhere. 

After 1933 both the quantum and value (in 
national currencies) of world production rose. 
Manufactured goods rose in quantity (from a low 
level) rather than in price; raw materials rose more 
in price than in quantity produced, while world 
stocks were reduced; foodstuffs increased in price 
but not significantly in quantities produced. The 


quantum of world trade rose slightly but export 
values in depreciated currencies rose substantially. 
The increase in the quantum of trade was entirely 
in manufactured goods and raw materials; that of 
foodstuffs declined. Recovery in the major coun- 
tries was initially focussed on increased purchases 
of durable consumers’ goods—building and, to a 
much smaller extent, automobiles in Great Britain 
and automobiles in the United States. The pro- 
gressive deterioration of existing supplies, the 
decline in the rate of interest, and the gains made 
in real income by the employed population because 
of the great decline in food prices were factors 
determining the direction of recovery. As between 
the two countries, taxation was a greater deterrent 
to new expenditures on building in the United 
States and to those on automobiles in Great Britain. 
In contrast to the United States building boom 
culminating in 1929, Great Britain had not 
succeeded in the 1920’s in making good her shortage 
of housing, particularly in the southern areas. 
Increases in the demand for and prices of the raw 
materials of these products, and increases in 
employment, were direct results. Export values 
rose sharply in raw-material producing countries. 
In the wake of revived demand came the resump- 
tion of investment, at first mainly in inventories 
rather than fixed capital, and the spread of recovery 
to more industries. 

To this recovery movement, which appeared to 
be reaching its limits in 19385, was added the 
armament boom which has been economically a 
world spending program. Under its influence 
recovery accelerated rapidly until the American 
recession of 1937-38 was encountered. 

Recovery of food prices was occasioned mainly 
by reduced production resulting from crop failure 
with some assistance from the United States . 
Agricultural Adjustment Administration. The 
agricultural crisis was eased temporarily and 
fortuitously. 


2. DEPRESSION AND RECOVERY IN CANADA 


Approximately one-third of the Canadian 
national income is derived directly from exports. 
The importance of the indirect effects of this 
factor cannot be measured in any quantitative 
way but may be indicated by the relation of its 
movements to the behaviour of the economy as a 
whole. In Chart II the relative movements of 
the value of exports, the national income,?5 con- 


25 1921-25, Bank of Nova Scotia estimates, 1926-36 estimates 
prepared by the Research Staff of the Royal Commission on 
Dominion-Provincial Relations. 


struction activity, and employment are shown for 
the years 1921-37. Following the post-war depres- 
sion, exports rose sharply until 1925 and main- 
tained a high level until 1929. Construction, 
employment, and hence the national income did 
not rise substantially until the basis of rapid 
expansion had been laid by a high level of exports. 
A high rate of investment ensued which supported 
the national income while exports declined follow- 
ing the short crop of 1929. During the depression 
exports fell more quickly than the national income 
but recovered earlier and rose more rapidly there- 
after. 


Canada, because of her dependence on exports, 
was quickly drawn into the world depression. 
Drastic decline in the receipts of the export indus- 
tries was closely followed by the drying up of 
investment and the decline of employment in the 
manufacturing industries. The extent to which 
the decline in employment was a later phase of a 
depression communicated by a fall in the prices 
of exports is made clear by the following indexes 
quoted from the Final Report of the National 
Employment Commission (p. 22) :— 
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Employment 
Export in Manu- 
—~ Prices facturing 
(1926 =100) | Industries 
(1926 =100) 
LOZ Tully eves Weert heel «6 6 eens 101-9 120-3 
WGLODED, pete sirohtrs st ahve Aes» 95-9 120-2 
1930—January Pleo e4 ee. 90-2 106-5 
Aer RO Talhah TRUMAN fa 81-0 ii: 
SET ee iA kas am Moulded Mall al (ona) 111-3 
October la Aire hide Peek | 62-8 107-8 
USB ENP NAVs nats igh Ma ati Beer oe 52-4 93-7 


The greatest relative decline in construction 
occurred in 1931 and 1932. This decline came 
when the full effect of the fall in export incomes 
was felt and when a series of international panics 
shattered confidence in the future. It was retarded 
somewhat by the public works employment 
programs of 1930 and 1931. From 1929 to 1931, 
exports declined more rapidly than the national 
income; from 1931 to 1933, because of the rapid 
decline of investment, the national income fell 
more rapidly than exports. 

The serious disequilibrium of Canadian prices 
and costs and the altered relationships of important 
groups in the economy arising from the impact of 
external influences and certain national policies 
are indicated by a number of important price 
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relationships on Chart III. Export and raw- 
material prices fell rapidly while important ele- 
ments of cost remained rigid. With respect to the 
degree of disparity shown on this chart certain 
qualifications arising out of the lack of better 
records should be noted. The index of wage rates 
used in the ratio of wages to the cost of living is 
predominantly an index of rates in the skilled trades 
which remained more stable than the level of wages 
in general. The freight rates component of the 
freight rates-wholesale prices ratio is an index of 
railway freight rates and does not include truck 
and water rates which declined sharply during the 
depression. In the index of export prices in the 


producing groups and regions during the depres- 
sion and its consequences for the other groups and 
regions in the country. Rigid costs in so far as 
they could not be met resulted in defaults, accumu- 
lation of debt, and increased government expendi- 
tures. The decreased purchasing power of the 
exporters as contrasted with the more slowly falling 
wages and prices of manufactured goods contrib- 
uted to unemployment and relief costs in industrial 
areas. The real incomes of the fixed-income 
receivers and employed wage earners, particularly 
in the service and manufacturing industries, rose 
and a larger share of the national income was 


CHART III 
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export-import prices ratio, sufficient weight is not 
given during the later years of the period to the 
prices of the increasingly important exports of gold 
and other non-ferrous metals. Finally, in the ratio 
of the average rate of interest on government debt 
to wholesale prices, the former is the average rate 
on the existing direct and guaranteed debt includ- 
ing treasury bills of the Dominion and the prov- 
inces but does not include municipalities. These 
qualifications do not affect the condition illustrated 
but rather the extent of the movements. The 
disparities shown, indicate the nature of the problem 
which confronted the export and raw-material 
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diverted to those groups and the regions in which 
they are concentrated. The national money income 
declined from an index number of 116 (1926 = 100) 
in 1929 to 64 in 1933 but the national real income 
declined only from 116 in 1929 to 83 in 1983. 
Because of the differing rates at which prices and 
incomes declined and the unequal incidence of 
unemployment, much more than a proportionate 
share of the loss of real income fell on particular 
groups. The brunt of the decline fell on the export 
and capital-goods industries, on unemployed wage 
earners, and on receivers of non-contractual prop- 
erty incomes. 


The declines in the main exports of regional 
importance are shown in Chart IV. The exports 
of agricultural produce from the prairie region, 
which had been the chief stimulus to Canadian 
expansion, fell sharply in the face of falling prices, 
contracting markets, and drought. Although prices 
of farm products improved after 1932 the other 
conditions did not change substantially and the 
recovery in the value of exports has been slight. 
On the other hand better techniques, improved 
competitive positions in foreign markets, new 
discoveries, the increased price of gold, Empire 
preferences, and the more fortuitous circumstances 
of a British building and a world armament boom 
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non-ferrous metals and forest products contributed 
less to the carrying of the national overhead of 
transportation, distribution, and manufacturing 
facilities than a similar improvement in the exports 
of agricultural produce would have done. Despite 
the rise in exports and the reduction in interest 
rates, investment (except that immediately asso- 
ciated with the mining industry) lagged. Never- 
theless the importance of the expanding exports in 
furnishing foreign exchange, in providing new 
employment, and in making possible at least in 
part the transfers of income necessary to maintain 
certain groups and areas must not be minimized. 
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brought the newer exporting areas of Northern 
Quebec and Ontario, and British Columbia to the 
fore. The total of the exports of gold, other 
non-ferrous metals, pulp and paper, and lumber 
was considerably greater in 1937 than in 1929 and 
in large part filled the gap left by the shrunken 
exports of agricultural produce. The total of all 
exports in 1937 was nearly as large as it had been 
in 1929 and the disparity between export prices, 
import prices, wholesale prices, and the cost of 
living had virtually disappeared. Because of its 
unevenness this recovery was less of a solvent of 
the country’s economic problems than might have 
been expected. The increase in the exports of 
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The movements and the relative importance of 
the chief items in Canada’s balance of payments 
during 1926-37 are shown in Chart V. The shaded 
portion represents the total payments abroad for 
merchandise, services (freight, insurance, etc.), 
interest, and dividends. The line marked “Receipts 
from Merchandise and all Invisible Exports” shows 
the total receipts from foreigners and includes pay- 
ments for exports, tourist expenditures, interest on 
investments abroad, etc. The area between the 
shaded portion and the line marked “Receipts from 
Merchandise and all Invisible Exports” represents 
net capital imports (shaded part) or net capital 
exports (unshaded part). Canada, in contrast to 
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Australia and Argentina, was a net capital exporter 
during 1926-1928 and at the beginning of the 
depression was a relatively small capital importer. 
This condition was a source of strength in the 
Canadian situation whereas the reverse case in the 
other two countries was a serious weakness. The 
net capital imports into Canada during 1930 and 
1931 eased the difficulties arising out of the rapid 
fall in exports. Incidentally it helped to maintain 
the exchange. After 1930 merchandise imports 
fell more rapidly than merchandise exports and 
equilibrium on the whole balance of payments was 
achieved in 1933 with virtually no net capital 
movements. Chart V shows the importance of the 
heavy fixed charge on the Canadian economy 


of investment.) A considerable part of the in- 
creased foreign credits available since 1933 was 
used for the redemption of foreign debts. 

The effects of the fluctuations in exports, of 
drought, and of the maladjustments in prices and 
costs which characterized the depression, are most 
completely summarized by the behaviour of the 
national income and of the incomes of the various 
provinces, by the variations in that income, and 
by its shifts between industrial groups and regions. 
An entirely new estimate of money incomes has 
been made for the Dominion as a whole and each 
of the provinces. (See Table 13.) The estimates 
presented in Table 13 represent income paid out 
to individuals in the form of salaries and wages, 
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arising out of the relatively stable payments abroad 
for interest and services. Practically all the adjust- 
ment to a severe contraction of exports was made 
by reducing merchandise imports. This had 
important implications with respect to foreign trade 
policy, foreign exchange policy, and Dominion 
government revenues from customs duties. After 
1933 exports rose more rapidly than imports owing 
to the slow recovery of income in Western Canada, 
the effects of the tariff, and the nature of the 
income derived from the expanding exports. (A 
substantial portion of the income from the exports 
of metals consists of profits, a large part of which 
is paid to foreign shareholders or used for purposes 
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interest and profit, and the net income of indi- 
vidual enterprisers for whom these constituents 
cannot be separated so readily. (Individual enter- 
prisers include farmers, fishermen, independent 
merchants, own account professional workers, etc. 
The income shown under this category includes all 
forms of income—wage income, interest, rent and 
profit—from their respective occupations but not 
earnings made outside of these occupations.) The 
estimates represent a considerable improvement 
over the ones hitherto available in so far as a more 
thorough effort was made to estimate incomes 
received from the service industries and agriculture. 


The method employed makes it possible to show 
the total income actually received in each province 
rather than the income produced in that province, 
some of which is paid to individuals in other 
provinces or foreign countries. 

The relative importance of the constituents of 
the national income and their variations during 
1926-36 is shown on Chart VI. Income from agri- 
culture, payroll in the other primary industries 
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most directly dependent upon exports, and payroll 
in construction suffered the most severe contraction 
during 1929-33. Salaries and wages in the service 
industries and in manufacturing, the one naturally 
sheltered and the other artificially protected, were 
more stable. Investment income which includes 
interest on bonds and mortgages was the most 
stable of all. Income from equities, however, 
declined sharply. 


TABLE 183—THE NATIONAL INCOME (a) 


Incoms Paiw Our To INDIVIDUALS 


(millions of dollars) 


CANADA 
Net 
Individual Enterprisers Dominion | Municipal 
Salaries Invest- Transfer Education 
— and ment re and Total 
Wages Income Pensions Public 
Agriculture Other Total and Welfare 
Relief 
A B BE F (G; D G H 
NOZOMI oo a bcdetele cao esiaes 2,375-1 490-3 728-2 378-8 STO MO seb ae See aia os 108-3 4,080-7 
TRS ARS 5k obec eh er bree cee 2,515-8 517-9 698-6 403 -2 SLOG) sre | ANaeae Ss gIGbete Sy Rees 110-7 4 ,246-2 
LOZ SMe tee ae es 2,728-7 537-2 820-3 436-4 TE 25 Oty iba ls ccnrerters ct « 118-5 4,641-1 
NO 2O er ny We etl gles os 2,900-5 548-5 691-4 456-0 DETAR TA RT ne A ties, inte 122-2 4,718-6 
LOS OP eee ck net hoxocee: copes sans 2 642-2 585-5 399-3 407-0 SOG Sie yen anes te 133-6 4,167-6 
TOS Tipe rN UN Oe eek cs 3 2, 269-4 542-3 222-6 353°8 DiOle Aue ys pone, eal 136-9 3,525-0 
PADS) ae aa Ra te 1,850-6 435-8 144-5 290-9 ABBA Wl Meee ee hi). 139-9 2,861-7 
NOSSPe Pere te). cee el 1,674-9 374-5 173-7 265-9 AZGOiG wl pesca 1). Um 143-3 2, 632-3 
LORY! is ene RMen 278 teen 1,813-8 380-6 262-2 278-8 SATs (Vie |e ty Byers sasicrste 143-9 2,879-3 
OS Dim terae es chose but Rares aes 1,984-0 398-8 290-9 301-9 Ore Sieg Usa tee aS a 140-9 3,116-5 
TOS OM ee sos a aie nodes 2,131-9 429-0 390-4 324-3 AS TG | ORR ei 140-9 3,416-5 
OSTEO)! is erscpae PRR tee 2 436-3 451-4 439-4 364-5 SOS Oy is Bah ele sche 137-8 3, 829-4 
PRINCE Epwarpb IsLAND 
TODGR Nee tese the ads ete ek aioe 7-3 3:6 9-0 2-4 ID As Tale ee aretha se or +3 22-6 
OD (Renee aca cere ahs & eae 7-7 3-9 9-8 2-6 12-4 — -l °3 24-2 
NOD SAMs. cpoeiuctecc MiG Iee oicsconsie. 8-1 4-1 9-3 2-6 qa eS Gr Maes Se lee, Sener -3 24-4 
OD OPH State Ae icity ceded 8-6 4-1 8-8 2-8 TRS Giorno etn yee: 3 24-6 
OS OPM ies Sola eka soratdeie cans 8-5 4-5 7:3 2-7 10-0 — -l -3 23-2 
MO SP at siot ec eyo toe sk eeche os ahs 7-6 4-0 3:5 2-3 5-8 — -2 3 17-5 
OSD peels tenn cl eee ocecaserets « 6-7 3-2 2-3 2-1 4-4 — 2 3 14-4 
TBR WM bose al ted Pee ee 6-1 3-0 2-8 1-7 4-5 — 2 3 13-7 
TO etl A) allah oho RAR sie ate 6-1 3-1 3°5 1-8 5-3 — +3 3 14-5 
NEI cig beoele ls Hea tees eee 6-6 3-0 3°7 1-9 5-6 — -2 8 15-3 
OSG SPE ainsi s ore tak sins a 6-7 3:3 5-3 2-1 7-4 — -2 +3 acts 
TEAC ET CS a ee 7-2 3-5 5-0 2-2 Ge — -2 +3 18-0 
Nova Scotia 
OD Gime ee rele keke. oes s 82-5 16-0 15-7 19-0 34-7 1-2 3-9 1388-3 
TESA och a OL es ec creer cee 88-5 16-9 17-3 18-4 35-7 1-2 3-9 146-2 
OD Sim tey ect to baecs fei c os 99-1 17-5 19-2 22-0 41-2 1-2 4-1 163-1 
QD O Manta 2 ol) caver e c: sheis5, 6 > 107-3 17-9 17-6 21-0 38-6 1-1 4-] 169-0 
TRO S1O I O34, a1 4th ey cnet OS einen 102-0 19-3 18-7 19-0 BY orl 9 4.2 164-1 
OSI wre rete Slocs rary faint 88-0 18-6 14-4 16-3 30-7 -2 4-5 142-0 
MOS Dew ote i ciceite dis esis 69-3 16-0 11-7 13-5 25-2 — -2 4:8 115-1 
MOSSE toe ci sdicai ares 63-7 14-2 13-4 12-0 25-4 — -4 5-1 108-0 
MOG tem R eye: shard aie cs Lebo ec 72-7 14-3 13-0 13-7 26-7 — 3 4.9 118-3 
OSD Ae ie oko te el laos 79-5 14-9 15-2 15-0 30-2 +2 4-8 129-6 
TOs ee ed Gots s kale ne es ist cease sites 85-0 16-0 16-4 16-7 33-1 -8 4-8 139-7 
RMON dls aca tolets:siimina/s « 97-8 16-6 18-6 19-2 37-8 — -2 5-0 157-0 


(p) Peiininary. 
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TABLE 13—THE NATIONAL INCOME (a)—Continued 


IncomE Parp Out To INDIVIDUALS 
(millions of dollars) 


New Brunswick 


Net 
Individual Enterprisers Dominion Municipal 
Salaries Invest- Transfer Education 
— and ment Oe re and Total 
Wages Income Pensions Public 
Agriculture Other Total and Welfare 
Relief 
A B E F C D G H 
POD Grater vats vk teamniane lots ha 62-5 11-1 19-6 11-2 30-8 +3 3-1 107-8 
EECA MOV Lia MRE iN 65-9 11-6 17:2 11-1 28-3 3 3-1 109-2 
LOPS EIN 68-9 12-0 17:2 12-1 29-3 “4 3.3 113-9 
DO clair Ne ERI MOR Wil 75-9 12-4 16-6 13-1 29-7 3 3-1 121-4 
BOSO Oth eS ae be 71-9 12-9 15-6 12-2 27-8 -1 3-1 115-8 
DOS ie cele ale eee EE . 62-5 12-0 11-0 10-7 21-7 — 4 3-2 99-0 
gS AR TAA AT 50-2 10-6 8:3 8-8 17-1 — -8 3:2 80-3 
1s AUR Mae 2 RNS 47-2 9-6 8-2 8-3 16-5 — 9 3-0 75°4 
OSA EE MINN, UN etc aya aa 51-6 9-8 10-1 8-6 18-7 —1-7 3-0 81-4 
LOBE ecco heheiuanni ya 54-5 10-2 10-5 9-1 19-6 —1-5 3-1 85-9 
LOSS ON a) 58-1 10-6 13-2 10-0 23-2 ee 3-6 95-2 
LOST) ooh no ROO gUu 66-9 | 11-2 13-4 11-0 24-4 — -7 3-5 105-3 
QUEBEC 
LOZ POG he) ue Bee et 598-1 129-2 96-7 88-9 185-6 —4-7 19-4 927-6 
LOZT POs LC LS! 628-6 137-5 95-6 94-2 189-8 —5-0 19-8 970-7 
POZR ee bk Gay TOM DN MOND re AL 675-4 142-0 107-8 100-9 208 -7 —5-4 21:1 1,041-8 
BRS ° URC MARA ANU ACE) Se 734°5 143-8 99-7 108-1 207-8 —5:-8 21-6 1,101-9 
LOSO MA Ve CB RL NON ers 202 678-2 154-5 83-5 99-4 182-9 —8-5 24-1 1,031-2 
LOST aay On He NN 582-2 142-6 55-9 88-7 144-6 —13-5 25-2 881-1 
182s PURI STR aR 472-4 116-1 37-6 74-0 111-6 —14-6 28-2 713-7 
N62 PAPA RON Us a 427-0 101-7 36-9 67-7 104-6 —14-5 34-0 652-8 
Lee ee RNAs UE 455-2 101-8 49-6 68-6 118-2 —14-8 32-6 693-0 
LOSS Be iain es alonnarneNe 498-7 105-8 55:8 73-2 129-0 —16-5 32-3 749-3 
p88 Fey a Re hh CS 540-1 113-7 69-2 78-3 147-5 —12-7 31-8 820-4 
LOSACD)s.. crveoeeitoatme a 631-9 119-5 78-1 89-6 167-7 —14-7 31-8 936-2 
ONTARIO 

DODO i ete Be Aa 947-2 224-0 197-3 138-2 335-5 1-0 45-1 1,552-8 
LORE to ANNAN 1,013-4 236-6 193-0 150-4 343-4 .8 46-7 1,640-9 
POSR MENON VC Ne MU 1,104-1 246-2 211-3 162-0 373-3 7 49-1 1,773-4 
LEZ O aaa eae ees a 1,177-5 252-0 204-7 170-5 375-2 4 52-5 1,857-6 
2S OLR eA NA 1,065-9 270-1 160-7 153-9 314-6 1-0 59-8 1,711-4 
POSTE CMIE  TEOLT SV Al 939-1 248-3 108-0 137-8 245-8 aad 63-6 1,492-4 
EES ANE Pe he OMe ee, oe 767-4 197-3 61-4 113-1 174-5 —4-8 63-1 1,197-5 
EMR tac Ta Gap 699-5 169-3 68-3 105-1 173-4 soto 63-2 1,103-2 
L984 Be UE Als hia Barat Ons 774-2 175-3 84-9 112-3 197-2 —12-7 63-5 1,197-5 
19S Ree ny 845-1 185-7 94-8 121-3 216-1 By 60-5 1,294-7 
LOSS NRA Va ali ae 906-6 201-7 132-0 130-0 262-0 <3 60-7 1,420-7 
LOS TUCO) cuisine teh hale ciae ait 1,044-4 213-7 153-7 147-7 301-4 — 22-2 57-4 1,594-7 


(p) Preliminary. 


TABLE 13—THE NATIONAL INCOME (a)—Continued 


IncoME Paip Out To INDIVIDUALS 
(millions of dollars) 


MANITOBA 
Net 
Individual Enterprisers Dominion | Municipal 
Salaries Invest- Transfer Education 
— and ment a re and Total 
Wages Income Pensions Public 
Agriculture Other Total and Welfare 
Relief 
A B E F Cc D G H 
TOQGRRE eo cleedie thaws: 165-0 Sarl 58-6 24-6 83-2 1-1 8-4 289-8 
LOZ TRE Roa eats oe ale Wa es) 33-9 51-7 26-4. 78-1 1-2 8-6 293-3 
LOZ RRO En sete eee coma 187-2 35-0 51-5 27-8 79-3 1-5 8-6 311-6 
TODO Sees ae erent 191-7 35-3 46-4 29-2 75-6 WZ 9-0 313-3 
LOSOMME a sar tet ole 175-7 36-8 21-1 24-4 45-5 2-2 10-1 270-3 
LOST ae katy odes 5,005 150-6 32-9 7°8 21-4 29-2 3-0 9-9 225-6 
LOS ZR a str een Ge ee 124-1 24-5 5-6 17-1 PATE 3-1 9-8 184-2 
TOSS OMe ian eR Pe NG Rig hea wees: 110-4 19-7 11-5 15-3 26-8 3°8 9-4 170-1 
LOB APR 5s SIS AI ce aca 114-3 19-8 23-5 15:8 39-3 4-6 10-1 188-1 
HOSSARE ee Ree 125-0 20-2 15-2 ie2 32-4 4-] 10-0 192-4 
LOSGRIPO S.A ey oon -. 132-4 21-8 28-5 18-4 46-9 5-1 9-6 215-8 
POs a Ieee ie. ere nGieiuare'e 5 145-5 22-9 56-9 20-1 77-0 3:8 9-7 258-9 
SASKATCHEWAN 
NOQG MPN teicee os Seri eet 139-1 20-0 203-8 28°83 232-6 — 1-3 12-1 402-5 
OD fr iy att Sle 5 145-3 20-7 184-2 30-7 214-9 — 1-2 11-4 391-1 
LOD SREY hoc tee eel 157-4 21-3 228-4 33-5 261-9 — 1:3 13-0 452-3 
[O29 ee eirre eee rs eee RW ont he 154-8 21-8 158-1 32-4 . 190°5 |} — -5 13-5 380-1 
LOSORR ete are ee 135-1 22-7 33-9 26-3 60-2 6 13-2 231-8 
LOSS Reet, So Aa Re AUN: 107-5 22-0 —8-1* 21-2 13-1 10-4 10-6 163-6 
LOSS eee ee A eee Ns 88-8 17-8 —7-4* 17-9 10-5 9-2 9-3 135-6 
LOSS Ara ar ney Uae ae 76-9 14-9 3-5 15-3 18-8 6-0 9-0 125-6 
OSA Rentr Cte a reaee th ncann, tit 77-7 15-2 20-1 15-3 35-4 18:7 8-8 155-8 
OSD Re ee ere ce ee: 85-5 14-8 35-5 17-0 52-5 14-1 9-2 176-1 
POS GR re Re enlace ets 89-5 14-8 60-2 18-4 78-6 12-7 9-5 205-1 
DORCAS se cts cic f 97-2 15-1 22-7 19-2 41-9 | 31-7 9-0 194-9 
*Net loss. i 
LBERTA 
LOZ OTe err ete alle. ae she 134-9 20-6 114-5 22-4 136-9 3 9-4 302 
LOZ TA sei atts Meenas ts. 147-1 21-5 115-7 24-4 140-1 2 10-3 319 
PODS eis. : pare Mavis | Beate .2y 164-9 22-5 155-9 27-8 183-7 — -l 10-7 381 
POZO RE ns Sapte Sore ay, 170-6 23-6 119-1 28-7 147-8 2 10:9 353 - 
LOSOME Pree te 153-9 25-0 39-2 24-6 63-8 1-0 10-5 254-2 
EES dy, 35 acs (Ae ee it a a 128-1 24-1 18-7 21-6 40-3 1:0 10-9 204-4 
LATS Pk sete aa es ale oa 108-7 19-2 16-6 17-9 34-5 1-5 11-0 174-9 
TOS Seren hae Nort ire ie cies, 95-6 16-2 19-4 15-6 35-0 2-6 9-5 158-9 
TOS Airy ee eee rr ute 98-5 15-8 45-7 15-9 61-6 1-4 10-8 188-1 
EGS dad ae one YRS, ee 107-6 16-6 48-9 17-4 66-3 6-0 10-7 207 -2 
LOSGRR ee ee oe rare 110-0 17-0 52-3 18-5 70-8 1-4 10-7 209-9 
TORT a ater ere fi. + 117-3 17:5 75-5 20-1 95-6 1-0 | 11-1 242-5 
‘ } 


| 


(p) Preliminary. 
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TABLE 13—THE NATIONAL INCOME (a)—Concluded 


InNcoME Parp Out To INDIVIDUALS 


(millions of dollars) 


British CoLUuMBIA 


Net 
Individual Enterprisers Dominion Municipal 
Salaries Invest- Transfer Education 
a and ment re and Total 
Wages Income Pensions Public 
Agriculture Other Total an Welfare 
Relief 
A B E F C D G H 
TOG oP biicis sabre aes ois 237 -2 33-6 12-8 43-4 56-2 2-3 6-6 335-9 
LOO Toe 4c Lic Sivas Sos 246-2 35-3 14-2 45-1 59-3 2-5 6-6 349-9 
TOO oi WME Le Main es 261-9 36-7 19-7 47-6 67-3 2-9 8:3 377-1 
LAR SIR 1. Ge ARs teal Biel's 277-6 37-7 20:5 50-0 70:5 2:7 7:2 395-7 
BOSD Ae sero Beye tial eis ho 249-3 39-8 19-4 44.2 63-6 2-8 8-3 363-8 
POST. cies ARIS eee 201-9 37-7 11-3 33-8 45-1 3:9 8-7 297-3 
POS ea ss al: LR eS Won 2 161-2 31-0 8-4 26-4 34-8 6-7 10-2 243-9 
OBO Pay 5 sre ssa Gaya ese 147-0 26-1 9-6 24-9 34-5 5-8 9-8 223-2 
Oh 2 Nk UL Nene cit Fay 162-1 25-6 12-0 26-5 38-5 5-0 9-9 241-1 
SN Be eh A ge 179-1 27-6 11-4 29-8 41-2 6:3 10-0 264-2 
ROBE eee ou's dc trie Sa te ares ees 200-9 30.-1 13-3 31-8 45-1 3-4 9-9 289-4 
DOSE Gia) Gichsivictsy Pele nee. 225-4 31-4 15-5 35-3 50-8 1-5 10-0 319-1 
Yuxon (Incomplete) 

LO2G sad Weare oie ruses ileal il Biss Bh) ald eesti We NIBA atc alkayals orca SPV aaah ce int ene wen IRMIMEOMERU eno PAu eee py Math 
POAT nevatys suites Sake eae ais aia le 1? ASS SSC ve NSU! CI SADE DA AI age ee UR i WO ODO DUM Me hae AE 
168 SSOP ENRON ele Og 0 SURE Es Shieikan eave ine OTM ey eee sis et eevee NV oh iti Pee Mh OMe MRL TE Gk laa ee 
U2 2° MOU NTPN ING BARI OCU ara OH) We apes aewtel She) Wetec areal oa cea Pn 2 aes eee Ca cD Weim RCRA PN IB aay URE ROL OSSA rA Ch 2S Ala oe erat 
TOGO Waa lo MR an erat AiG 1 TRO NBR SS DUTAD A | Meta MS Pa AERC MU Ol A ote AD frase anata ha Lhe ae) hl hd eae ON 
BEC ee eat ap) a AR By Rei cle Gla ee oases sine Umea Na! SRN URE et a et oP Ay Mere NPI Pam ROR CEA.) | eM at ihe ha 
POS 2 cyte) ive wis Sugary 2 BG ee ee le a) aman (OL cua na RE eA: sd aire tatlhaves cli ag az ae yee Ee 
TOSS Mic Adie de een e aia Mee PAs abs Geen cle ele hac anne et led Raa LEP Lt [eo arc epee ek IN kG Ne es 
DOSA Sey is ei stats Wee ee BG Hee Wee CNG Gees alan ese crs Lan RA Sas WEA co ae Pan FER Wen oa RD EE Sei 
OSO Abe Nites tubes tere ce De Ty He ee scsi Cv AHS Ve ake a een eC ae a Oe Rina parte AUT ene Parr RAL Al Ao} hata Noh 
PASO aia CMAN are Uae Ne es PRE NU FLAN Se RR ae NSS PY LEON Pee AWA YN BL) Toe als dene eielach \slfehr ates Ore ee eR eae pee ee 
DOSTIUD) sicetea ts aue wee | rs eet, Sell ctis od gales Alen Mead a UU ay Aten SD bie a tie uabedl sla kar Wane Sen teae Rise Gatos en ena 
Footnotes 


(A) Summary of estimates as given in the Study on National 
Income prepared by Professor D. C. MacGregor, Professor G. E. 
Britnell, J. R. Rutherford and J. J. Deutsch. For details and 
explanatory notes see this Study. 

(B) Includes bond interest and dividends paid to Canadian 
individuals, interest on farm mortgages paid to individuals, income 
from life insurance accruing to individuals, net rentals and net 
income from non-farm dwellings before allowing for interest on 
mortgages held by other than life insurance companies. The 
following, for which satisfactory information was not available, 
are not included: net rentals received by individuals from rented 
business property; corporate net income available for dividends but 
not paid out to shareholders; bond coupons or foreign dividend or 
interest cheques cashed abroad by Canadian residents; various 
sources of investment income from abroad other than bond interest 
and dividends; interest on deposits with banks, trust and loan 
companies. 

(C) Net income of individual enterprisers (non-incorporated) 
for which it is not possible to distinguish between salaries and 
wages, interest on capital, profits and rent. Included in this group 
are farmers, fishermen, proprietors of independent merchandising 


establishments, lodging house keepers, persons in the professions not 
on salary but working on their own account, own accounts in 
construction and miscellaneous. 


(D) Payments by the Dominion government received by 
residents of the province in respect of war pensions, old age 
pensions, direct and agricultural relief, less estimated contribution 
by residents of the province to the Dominion tax revenue required 
to meet these expenditures. For the method employed in estimat- 
‘ing the contribution by each province to the Dominion tax 
2 to meet these expenditures, see the Study on National 
ncome. 


(G) Expenditures on Education and Public Welfare from 
Municipal Revenues. Municipal taxes on real estate were included 
in Farm Operating Expenses (Tables I-E (3) to X-E (3) in the 
Study) and deducted from income from housing (Tables I-B to 
X-B in the Study). The services provided individuals (chiefly 
education and public welfare) which are paid out of such taxes are 
part of individuals’ incomes and are therefore added into the 
totals (at cost). 


(P) Preliminary. 
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The combination of falling prices, drought and 
rigid costs was disastrous to agriculture in the 
Prairie Provinces. The effects of these factors are 
illustrated in Chart VII. The areas on the Chart 
showing expenses represent total expenses incurred 
(not including living expenses) in the operation of 
farms whether paid for in cash by the farmer or 
not. In so far as these expenses could not be paid 
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for in cash they resulted in the accumulation of 
debt or were met with government assistance. 
During 1931, 1982 and 1933 there was virtually 
nothing with which to meet living expenses and 
the net cash income was not sufficient to meet 
depreciation of buildings and machinery. Govern- 
ment relief, consumption of capital, and the use of 
past savings provided the way out. Although more 
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MILLIONS OF DOLLARS 


INCOME FROM AGRICULTURE-PRAIRIE PROVINCES 1926-37 
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normal weather conditions prevailed elsewhere in 
Canada falling prices and rigid costs brought sharp 
contractions in agricultural income. In _ every 
province income from agriculture fell further than 
salaries and wages. In Prince Edward Island and 
New Brunswick, where potatoes are an important 
cash crop, net farm income fell by 74 per cent and 
51 per cent respectively between 1929 and 1983. 
For the Dominion as a whole the net income from 
agriculture declined about 82 per cent between 
1928 and 1932. In 1928 it had been 18 per cent of 
the total income; in 1932 it was only 5 per cent of 
a greatly reduced income. In this connection, how- 
ever, it should be noted that farm income from 
home-grown produce was estimated at farm prices 
and not at city prices. This undoubtedly places 
too small a money value on the real income of 
farmers in relation to the income of urban residents. 
The same method was employed for all the prov- 


inces, and any lack of comparability between their 
estimated total incomes arises out of the fact that 
income in kind on farms is relatively more 
important in some provinces as in Prince Edward 
Island, than in others. However, for some pur- 
poses such as the payment of interest, debts, and 
taxes it is changes in actual money income that are 
important. 

Provincial incomes varied according to the extent 
of dependence on exports and agriculture. The 
percentage distribution of the national income 
between provinces for the period 1926-36 is shown 
in Chart VIII. Ontario and Quebec, which received 
more than 60 per cent of the national income, and 
where the recently expanding export industries are 
situated, and where investment income and payroll 
in service and manufacturing industries are largely 
concentrated, obtained a larger share of the total 
after 1930. There were no striking changes in the 
shares of the Maritimes and British Columbia. 


69 


CHART VIII ~ 


PERCENTAGE DISTRIBUTION OF THE NATIONAL INCOME 
PER CENT 
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The average per capita money incomes in the 
chief economic regions during 1926-36 are shown 
in Chart IX. The chart shows the considerable 
disparity between the highest and lowest per capita 
incomes which existed during 1926-29, the narrow- 
ing of that disparity after 1930, and the sharp 
decline which all regions experienced between 1929 
and 1933. The results of the differing economic 
forces which affected the various regions during the 
post-war period are indicated by the relative 
magnitude of the per capita incomes prior to 1930. 
Lower transportation costs resulting from the 
opening of the Panama Canal, depressed ocean 
freight rates, and the extensions of the Crow’s 


protected manufactures of Ontario and Quebec. 
This, and the stimulus given by the newly develop- 
ing export industries in the northern areas, were 
the main bases of the expansion of income in the 
central provinces. ‘The persistently unfavourable 
circumstances in which the Maritimes found them- 
selves and their failure to participate extensively in 
the Canadian expansion are indicated by the rela- 
tively low per capita income of that region. The 
more immediate factors affecting that condition are 
the predominance of small scale enterprise in 
agriculture, fishing, and manufacturing and the 
relatively unfavourable age-distribution of the 
population. 
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Nest Pass rates to the Pacific Coast brought British 
Columbia’s rich virgin resources closer to world 
markets and extended the metropolitan influence of 
Vancouver. Higher profits resulting from cheaper 
transportation and improved technique, together 
with the high rate of investment which ensued 
raised British Columbia’ per capita income to the 
highest level in Canada. 

The relatively high level of the per capita income 
in the Prairie Provinces during 1926-28 was the 
result. of a most favourable conjuncture of bumper 
crops and high prices. The prosperous and expand- 
ing export regions of the West gave a considerable 
impetus to the sheltered service industries and the 


INCOME PAID OUT 


hal 


DOLLARS 


1600 


1400 


- 0 
32 33 34 "35 "36 

During the down-swing of the depression the 
incomes of the predominantly exporting regions, 
the Prairie Provinces and British Columbia, 
declined most sharply. In the recovery of British 
Columbia’s income since 1933, the Ottawa Agree- 
ments played a large part. The income of the 
Maritime Provinces during the cycle was consider- 
ably more stable than that of the other regions. 
This was due at least in part to the effects of the 
Maritime Freight Rates Act, the subventions on 
coal and coke, higher tariffs on iron and steel, and 
Empire preferences on apples and lumber. Since 
1934 the heavy capital expenditures of the 
provincial governments on highways must have 


given a considerable stimulus to their economies. 


Percentage variations in income by provinces are 
shown in Table 14:— 
TasLe 14 
Per Capita Money Incomes as Percentages of the 1928 or 1929 Peaks 


a 1933 1936 
NOV ENS COLLIE Te rou tre trey tinin eo) (1929) 63-1 79-3 
INGWHESEUDS WICK ne ctara his Cote. (1929) 60-0 73-0 
STU ct ladle ea as ee eee J (1929) 55-7 69-1 
TS SON 001s 2 OER RN A gE ee (1929) 55-3 66-6 
Prince Edward Island............. (1929) 55-0 67-8 
Wana dane yc arse seen ee ea (1928) 52-3 65-9 
SPIbis COMtA DIA Hs). sisvk sees ses Ge (1929) 52-2 64-3 
YEN SNA) OFS id Alas eece POket lee) ue te (1929) 51-8 65-7 
PAS REA Gis thes ie Biee ine 6s sic Ac (1928) 37-6 46-9 
Saskatenewalais) «iio dcrein seisiere dels (1928) 25-7 41-9 


Fluctuations in real incomes per capita have not 
been as great as in money incomes. However, such 
offsetting gains accrue more slowly than would 
appear from Table 15 since many expenditures are 
the result of past commitments and are not imme- 
diately affected by current prices. It should also 
be remembered that for costs of government and 
debt charges, money income, and not real income, 
is the significant quantity. 

TaBLE 15 
Real Income per Capita, (#) Canada, 1926-36 


— $ Index — $ Index 
LODGHE nei: 432 100 T1934 Nase 338 78 
LO ree recht: 471 109 TOBD ones 360 83 
MOSS se ee ee 318 74 L936 Re? 384 89 


(*) Per Capita money income corrected by the Dominion 
Bureau of Statistics cost of living index. 
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For convenience, a series of charts has been 
included showing the relation between total income 
and government expenditures for the Dominion as 
a whole and each of the provinces. Since a detailed 
analysis of public finance in Canada has been made 
in other studies prepared for the Commission, it is 
sufficient here to point out only a few relations. 
The changes in total government expenditures 
during 1926-36 which are shown in Chart X indi- 
cate the manner in which public finance influ- 
enced, or was affected by, the economic changes of 
the period. The rapid increase in the capital 
expenditures during 1928-29 contributed to the 
boom and the curtailment in 1932 and 1933 inten- 
sified the decline. The relative importance of the 
increased burdens arising directly out of the 
depression are shown by the increased expenditures 
on relief and debt charges. ‘The differing extent 
to which these burdens bore upon the governments 
of the various provinces and the conditions which 
gave rise to the large inter-governmental and 
inter-regional transfers of income which character- 
ized the depression, are indicated in Charts XI 
to XX. 
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CHART X 


GOVERNMENT EXPENDITURES 


TOTAL OF DOMINION, PROVINCES AND MUNICIPALITIES 1926-36 
PER CENT MILLIONS OF DOLLARS 
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(1) Interest paid including the C.N.R. less interest received from advances, investments and sinking funds. Excludes sinking 
fund contributions and debt retirement. 

(2) Total cost, including amounts capitalized, of direct relief, agricultural aid and relief works. F J ( 

(3) Mantle ee cupendinires of the Dominion, C.N.R. and the provinces on all non-self-supporting assets including highways and 
public buildings. 

(4) Kxpenditures on current account plus capitalized relief, of Dominion, provinces and municipalities. P : : 

(5) Includes capitalized expenditures of the Dominion, C.N.R. and the provinces on al] non-self-supporting assets including high- 
ways and public buildings. 


CHART XI 


CANADA 


NATIONAL INCOME ,GOVERNMENT EXPENDITURES AND DEBT CHARGES 1926-36 
INDEXES 19262100 
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(1) Interest paid including the C.N.R. less interest received from advances, investments and sinking funds. Excludes sinking 
fund contributions and debt retirement. : : , Ae 
(2) Current account expenditures of the Dominion, provinces and municipalities, plus capitalized expenditures of the Dominion, 
U.N.R. and provinces on all non-self-supporting assets including highways and public buildings. 
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CHART XII 


PRINCE EDWARD ISLAND 


TOTAL INCOME,NET FARM INCOME, GOVERNMENT EXPENDITURES AND OEBT 1926-37 
INDEXES 19262100 
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(1) Non-self-supporting provincial and municipal debt. 1936 preliminary. : 

(2) Includes municipal current expenditures plus capitalized direct relief, provincial current expenditures plus capitalized ‘relief 
and all capitalized provincial expenditures on non‘self-supporting assets, including highways and public buildings. 


75 


CHART XIII 


NOVA SCOTIA © 


TOTAL INCOME, GOVERNMENT EXPENDITURES AND DEBT 1926-37. 
INCEXES 19262100 
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{3}. Non-self-supporting provincial and municipal debt. 1936 preliminary. 


(2) includes municipal current expenditures plus capitalized direct relief, provincial current expenditures plus capitalized relief 
and all capitalized provincial expenditures on non-self-supporting assets, including highways and public buildings 
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CHART XIV 


NEW BRUNSWICK 


TOTAL INCOME,GOVERNMENT EXPENDITURES ANO DEBT 1926-37 
INDEXES 19262100 - 
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1) Non-self-supporting provincial and municipal debt. 1936 preliminary. f ; b 
2) includes municipal current expenditures plus capitalized direct relief, provincial current expenditures plus capitalized relief 


and all capitalized provincial expend 


itures on non-self-supporting assets, including highways and public buildings. 
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CHART XV 


QUEBEC 


TOTAL INCOME, EMPLOYMENT, GOVERNMENT EXPENDITURES ANO DEBT 1926-37 
INDEXES 1926=100 
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Non-self-supporting provincial and municipal debt. 1936 preliminary. 
includes municipal current expenditures plus capitalized direct relief, provincial current expenditures plus capitalized relief 
and all capitalized provincial expenditures on non-self-supporting assets, including highways and public buildings, 
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CHART XVI 


ONTARIO 


TOTAL INCOME, EMPLOYMENT, GOVERNMENT EXPENDITURES AND DEBT 1926-37 — 
INDEXES 1926100 
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(1) Non-self-supporting provincial and municipal debt. 
(2) includes municipal current expenditures plus capita 


1936 preliminary. 
lized direct relief, provi 


neial current expenditures plus capitalized relief 


and all capitalized provincial expenditures on non-self-supporting assets, including highways and public buildings. 
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CHART XVII 


MANITOBA 


TOTAL INCOME,NET FARM INCOME, GOVERNMENT EXPENDITURES AND DEBT 1926-37 
INDEXES 19262100 
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(1) Non-self-supporting provincial and municipal debt. 1936 preliminary. 


(2) Includes municipal, current expenditures plus capitalized direct relief, provincial current expenditures plus capitalized relief 
and all capitalized provincial expenditures on non-self-supporting assets, including highways and publie buildings. 


CHART XVIII 


SASKATCHEWAN 


TOTAL INCOME,NET FARM INCOME, GOVERNMENT EXPENDITURES ANDO DEBT (926-37 
INDEXES 19262100 
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(1) Non-supporting provincial and municipal debt. Provincial debt adjusted retroactively for the proposed Dominion write-off of 


relief loans amounting to $17,682,000. 
(2) Includes municipal current expenditures plus capitalized direct relief, provincial current expenditures plus capitalized relief 
and all capitalized provincial expenditures on non-self-supporting assets including highways and public buildings. (a) after 
retroactive adjustment for the proposed Dominion write-off of relief loans amounting to $17,682,000. 
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ALBERTA 


TOTAL INCOME, NET FARM INCOME, GOVERNMENT EXPENDITURES AND DEBT 1926-37 
INDEXES 1926=!100 
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, provincial current expenditures plus capitalized relief 
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CHART XX 


BRITISH COLUMBIA 


TOTAL INCOME, EMPLOYMENT, GOVERNMENT EXPENDITURES AND DEBT 1926 - 37 
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(1) Non-self-supporting provincial and municipal debt. 1936 preliminary. 


(2) Includes municipal current expenditures plus capitalized direct relief, provincial current expenditures plus capitalized relief 


and all capitalized provincial expenditures on non-self-supporting assets, including 


highways and public buildings. 


Cuapter VII 


REGIONAL EFFECTS OF DOMINION POLICIES 


A. TarirFr Pouicy 


1. Review of Tariff Policy 


It is not the purpose of this analysis to assess 
the results for the Dominion as a whole, of 
Canadian tariff policy nor to judge of its wisdom. 
The purpose is to distinguish differential effects on 
the various regions, particularly those relevant to 
government finance, and to point out certain 
confusions of thought which have given rise to 
erroneous conclusions. 

The very limited accounts of tariff policy in each 
period reviewed have been designed, not as a 
record of tariff changes, but rather to reveal a few 
highly pertinent facts. 

In the first place, tariff policy in Canada has 
been closely interwoven with other national policies. 
It has been in its main outlines, though not always 
in its details, a definite part of an attempt through 
national policy to integrate and unify the Dominion 
economically. Western settlement, all-Canadian 
transportation, and industrialization by the protec- 
tive tariff made up a three-fold policy of which the 
determining lines were set before 1890. 

In the second place, it is important to emphasize 
that the place of the tariff in national policy had 
been broadly determined and, by accepted political 
processes, agreed upon before the great period of 
expansion began. The growth of Canada from a 
population of less than 4,500,000 took place under 
the protective system and, as the growth proceeded, 
the development of the country was continuously 
adjusted to the tariff as it was to the structure of 
railway rates, the distribution of natural resources, 
and other relevant conditions. The protective tariff 
did not cause the expansion but with other factors 
it gave direction to it. 

In the third place, it has been emphasized that 
from the middle nineties to 1929 there had been a 
long period of economic expansion broken only by 
downward fluctuations in 1914 and 1920; in each 
case, by fortunate sets of circumstances, readjust- 
ment followed quickly but the difficulties encoun- 
tered were a warning of the future. As will be 
explained later (Section 2), the tariff imposes 
limitations on export industries and export regions; 
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the limitations, ultimately, and in the main, affect 
incomes derived from the ownership of resources 
used in the production of export commodities 
rather than on other incomes in the export region. 
As long as the export industries were expanding, 
as long as “export-property” incomes and values 
were rising, the limitations imposed by the tariff 
were borne with little inconvenience and no great 
complaint. Indeed in the most active period of 
expansion much of the limitations was offset by 
Dominion expenditures and capital imports which 
financed the capital-goods requirements and _ in- 
creased the incomes of the expanding regions. 
Through the medium of the tariff as a source of 
revenue these rising “export” incomes contributed 
to the carrying of the general developmental 
“overhead” of the country. When, however, expan- 
sion gave way to contraction in the export regions, 
when incomes from resources were no longer rising 
but falling, demands for relief for the export regions 
through tariff reductions increased in number and 
insistence. 


The above statements apply particularly to the 
development of the Prairie Provinces and to a less 
degree to British Columbia. The case of the 
Maritime Provinces is in marked contrast. The 
protective system was established after a consider- 
able development had taken place in the Maritime 
Provinces and at a time when their export indus- 
tries were already in decline. In the great period 
of expansion this region shared less than others 
despite the growth of the coal and steel industries. 
Though the persistence of emigration through the 
period is not to be imputed by any means entirely 
to the tariff, nevertheless the tariff was a significant 
influence in that direction. 

Fourthly, it is of importance for the problems 
under discussion that the Canadian tariff from 
1879 to 1930 was comparatively stable. There was 
no pronounced upward movement and, though 
difficult to measure, there was probably some 
downward trend. In 1927 an attempt was made 
by the Economic and Financial Section of the 
League of Nations to measure relative “tariff levels” 
in 20 countries. While not altogether satisfactory 
the results tend to confirm the above generalization. 
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Only four (including Canada) of the 20 countries 
had reduced the levels of tariffs on manufactured 
goods within the period. The British Committee 
on Industry and Trade in its Report of June, 1925, 
entitled “Survey of Overseas Markets’ (p. 545), 
concluded that Canadian duties against British 
exports had fallen between 1914 and 1924, the 
respective rates being 154 and 13} per cent. 


TABLE 16 
Tariff Level Indices—Canada26 
1913 1925 
AUMEGOMMOCIIIES shes kse es cee tte ae 16 
Manutacttred ¥articles ss eye! ea aen et 26 23 


A considerable part of such reduction between 
the pre-war and post-war period had occurred 
automatically because specific duties on such 
commodities as sugar, bituminous coal, primary 
iron and steel products, and spirits had remained 
constant while prices had risen greatly. There had 
been, however, as mentioned in earlier sections, a 
number of reductions whose total effect it is difficult 
or impossible to estimate. The tendency had been 
to attempt to combine reductions in duties with the 
least possible sacrifice of protection, or in some 
cases with increases in protection. Characteristic 
Canadian devices for accomplishing this were: 
special concessions of low duties, free import, or 
drawbacks to manufacturers on products “when 
imported by manufacturers of for use 
exclusively in the manufacture of ————————_ in 
their own factories”; the sacrifice of duties on 
materials and parts “of a class or kind not made in 
Canada” (essentially revenue items); reduction of 
preferential and treaty rates on non-competitive 
items, the effect being to shift the source of 
imports, which did not compete seriously with 
Canadian production, from a country whose 
products paid a high rate of duty to one whose 
products incurred a lower rate; and by reduced 
preferential rates which, as in the case of raw sugar 
from the British West Indies, raised the pref- 
erential producer’s price rather than lowered the 
Canadian importer’s duty-paid price. By such 
devices the level of duties was lowered at the 
expense of the Dominion Treasury rather than at 
the expense of the protected industries. Increases 
in protection achieved by these methods had like- 
wise not been at the expense of the export indus- 
tries but at that of the Dominion Treasury. 


°6 Tariff Level Indices, Economic and Financial Section, League 
of Nations, 1927, p. 15. These figures do not differ significantly 
from the average ad valorem rates of duty collected on total 
imports and on dutiable imports. 


There had been in addition some reductions in 
protection to certain industries of which the most 
important single instances were the automobile and 
agricultural implement industries. 

Whatever the magnitude or method of these 
reductions, it is reasonably clear that there had not 
been during the great period of settlement and 
expansion any important general increase in the 
tariff. Such net change, as there had been, was 
probably downward. It improved rather than 
worsened the position in which the export indus- 
tries and regions had grown up. An exception to 
these statements must be made as already noted in 
the case of the Maritime Provinces, which had 
enjoyed a considerable economic expansion before 
they entered Confederation and before the estab- 
lishment of the protective system, 1879-1887. 


2. The Economic Nature of Tariff Effects and 
“Burdens” 


Though there is room for some disagreement 
on particular effects of tariff protection, there is 
general agreement among economists on the broad 
economic effects. It is agreed that so-called infant 
industries, 1.e., industries not permanently but only 
initially handicapped in competition with foreign 
producers, may, by temporary protection, be 
established on an economical basis ultimately 
increasing the national income. ‘The principle is 
easier to understand, however, than to translate 
into effective practice. It is generally agreed that, 
except in this infant-industry case, the long-run 
effect of tariff protection is to ne the national 
real income per head of populati This reduc- 
tion of income per head is occasioned because the 
protective tariff promotes a different and presum- 
ably less effective distribution of labour and capital 
than would exist without the tariff. If the country 
concerned is economically immature and its most 
effective industries are of the exploitation type in 
which the ratio of population to resources is low, 
the diversion of labour and capital occasioned by 
the protective tariff will be to industries employing 
more labour relative to resources. If this diversion 
can be achieved with moderate protection, the 
result is likely to be that, though the numbers 
engaged in the export exploitation industries will 
be reduced, the total population will be increased 
while the national real income per head will be 
reduced. To the degree that there are broad 
economies, industrial, social, and governmental in 
a larger population, aggregate real income may be 
increased. Other results, mainly of a  non- 


economic character, such as diversification of 
occupations and the “acquisition” of particular 
industries, which may be deemed by the electorate 
to be advantageous, may also be achieved. The 
economic cost of such achievements is the reduced 
real income per head. 

This explanation is given to make clear that the 
long-run result of a protectionist policy (if it is 
effective) is a different distribution of capital and 
population and a different selection of industries. 
This is accomplished by a restriction of export 
industries, through raising their costs, and an 
expansion of industries selected for protection by 
sheltering their selling prices from the lower cost 
imports. If the policy is continuous during a 
period of general expansion, the rate of growth of 
the export trades is merely retarded somewhat and 
that of the protected trades is accelerated some- 
what. This relative curtailment of the export 
industries does not mean that incomes of those 
working in the export industries are, in the long 
run, reduced except in so far as the uneconomic 
character of the tariff reduces real incomes for all. 
It follows that the incomes of those engaged in 
the protected industries are not higher than their 
incomes would have been in the export industries 
in which they would have been engaged if there 
were no protection. Over a considerable period, 
if capital and labour are mobile (and they had a 
high degree of mobility during the years of expan- 
sion in Canada), they will be distributed in such a 
way that their earnings, whether in the export or 
protected trades, tend to a rough equality. 

The incomes which, in the long run, will be 
differentially affected by a protectionist policy are 
those derived from the ownership of immobile and 
specialized resources. Incomes of farm-land owners 
as such, whose lands have their most effective use 
in export production, will be lower, in comparison 
with the general level of incomes, under a protective 
policy in such an economy than they would be 
under a free trade policy. Conversely, probably 
incomes of owners of urban real estate in areas 
in which protected industry tends to concentrate 
will be higher, relative to other incomes, under 
protection than under free trade. It is only in this 
limited sense that protection, in the long run, takes 
income from one region and gives it to another or 
that one region gains and another loses by a protec- 
tionist policy. With this exception, it is not by 
continuous protection that one region loses and 
another gains, but by a change in the level of 
protection. The exception has been, however, 
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particularly applicable to the prairie region. 
Incomes from agricultural property and farm-land 
values are of great importance there. They have 
been unquestionably lower than they would have 
been under free trade if we assume other condi- 
tions, such as railway rates, and the direction of 
investment induced by Dominion developmental 
expenditures to have been unaffected. They had 
not, however, been reduced up to 1930 by the tariff. 
The tariff had been in existence throughout the 
entire period. The lands had been homesteaded, 
sold, and bought under fairly constant tariff condi- 
tions. Those conditions had been discounted in the 
prices of land from the outset; not with complete 
accuracy, of course, but presumably with the degree 
of approximation with which other economic condi- 
tions had been evaluated. To some degree it is 
probable that, in ignorance and optimism, resources 
were over-valued because full account was not 
taken of the effect of the tariff and that subse- 
quent experience of the cost of living and of 
production would bring a downward revision of 
values and property incomes. It appears indubi- 
table, however, that up to 1929 when the period - 
of Dominon development of western resources 
ended, any such tendency was more than offset by 
the railways and other developmental expenditures 
of the Dominion whose influence was all in the 
direction of enhancing the value of western 
resources. As long as the tariff was not increased 
substantially, its existence could not be said to 
result in a regional loss any more than the region 
could be said to undergo a loss because Crow’s 
Nest Pass Agreement rail rates on wheat were not 
lower than they actually were. It is true, of 
course, and important in both cases that a down- 
ward revision, other things remaining the same, 
would have given an increase in income to the 
prairie region. 

It is, therefore, of determining importance to 
emphasize in any discussion of the regional effects 
of protection in Canada that, over the great periods 
of expansion from at least 1887 to 1930, there was 
little change in the general level of the tariff 
(except for the war-time additions of 74 and 5 per 
cent) and that such changes as were made were 
probably on balance downward. 

In summary, it is important to point out certain 
aspects of this discussion as being particularly 
relevant to the problems under consideration. 
(1) The protective tariff policy has imposed a 
“burden” on the export regions of the country in 
that the aggregate real incomes of populations of 
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the regions have been less than they would have 
been in the absence of the protective tariff. It 
follows that removal or general downward revision 
of the tariff would have increased the aggregate 
real incomes of these regions and would have made 
possible increases in provincial revenues. (2) In 
a historical sense, however, it is the conclusion of 
the above analysis that in the case of the Prairie 
Provinces and, to a somewhat less degree, of British 
Columbia, there had, up to about 1929, been no 
important reduction in relative income, in the sense 
of actual. loss of income hitherto enjoyed. The 
governments of these provinces were not deprived 
of taxable income hitherto existent and hence their 
financial difficulties up to about 1929 are not to be 
explained by the protective tariff. -This is quite 
consistent with the associated conclusion that 
general tariff reductions during the period would 
have improved the income positions of these regions 
and eased the financial positions of these provincial 
governments. (3) In contrast, the protective tariff 
had been a significant, but not the most important, 
influence in the worsening (about 1880-1900) of the 
relative income positions of the Maritime Provinces. 


Attention above has ‘been directed mainly to the 
long-run regional effects of tariff protection. In a 
later section (Section 5) the regional impacts of 
tariff changes will be considered in greater detail. 


3. Calculations of Tariff “Burdens” 


Latterly a great deal of ingenuity and effort has 
been expended on statistical calculations of tariff 
“levels” or “burdens”, or “costs.” Except in a very 
restricted sense, these attempts have been erroneous 
in principle and could not escape being faulty in 
execution. This is true in especial degree of calcu- 
lations of so-called regional tariff “burdens” or 

‘costes.’ 

Such calculations have Dined in object and in 
technique. Most of them suffer from inadequate 
delimitation of what is to be measured. European 
calculations have been concerned with _ tariff 
“levels” as obstacles to international trade and not 
with tariff ‘costs’ or regional effects.27 Because 
of the predominance of specific duties in European 
tariffs, the conversion of specific duties into ad 
valorem rates has been the major problem. Useful 
for their own purpose, these calculations have little 
relevance to the matters under consideration here. 


27 Tariff Level Indices, Economic and Financial Section, League 
of Nations, 1927. H. Liepmann, Tariff Levels and the Economic 
Unity of Europe (London, 1938). 
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Calculations of the “cost” of Australian protec- 
tion, published in 1929, have attracted world-wide 
In this study, average ad valorem 
duties were calculated for individual groups of 
products and arbitrary assumptions, based on the 
quantitative ratio of imports to home production, 
were made as to the degree to which prices at home 
were raised to the full extent of the tariff. It was 
concluded that prices generally were increased about 
10 per eent and that the gross income of export 
industries was reduced by about 8 per cent by the 
costs of protection (p. 69). In an appendix, and 
more tentatively, the report allocated to the various 
states the total ‘subsidies to protected production” 


afforded by the tariff and other protectionist 


policies, reaching the conclusion that the “subsidies” 
per head of population were twice as great in 
Victoria and Queensland as in Western Austraha, 
South Australia, and Tasmania. 

A much- disétissed : Canadian calculation was sub- 
mitted by counsel for the government of Nova 
Scotia to the Jones Commission in 1934.29 On the 
assumption that prices of protected products were 
raised by the average percentage which duties 
collected bore: to the value’ of dutiable imports, 
gains and losses per capita were distributed among 
the nine provinces of Canada, Ontario and Quebec 
being the only ones credited with a net gain. The 
calculation was presented not as an exact one but 
as “chiefly valuable as an indication of a condition.” 

Aside from the unanswered question as to what 
it has been attempted to measure, calculations such 
as these could only be accurate and reliable if the 
customs tariff contained no prohibitive duties, if 
commodities or classes of commodities were com- 
pletely homogeneous over both imports and produc- 
tion, if there was accurate knowledge of the extent 
to which prices were enhanced by protection, and if 
consequently no arbitrary assumptions had to be 
made. In a country such as Canada, in which 
standards of consumption differ regionally, in which 
available external sources of supply also differ 
regionally, and in which nearness to so large a 
country as the United States increases greatly the 
range and variety of products entering into con- 
sumption, the pit-falls in such calculations cannot 
be avoided by even the most ingenious statistician. 

A technique of greater statistical validity is that 
of comparing prices for individual products in the 
protected country and in the cheapest outside 


28 The Australian Tariff: An Economic Enquiry, Melbourne, 
1929 

294 Submission on Dominion-Provincial Relations and the 
Fiscal Disabilities of Nova Scotia within the Canadian Federation, 
(Halifax: King’s Printer, 1934). 


sources. of supply. The formal accuracy of. the 
method depends on the products, including the 
services sold with them, being entirely uniform, and 
on attaching the proper importance to each product 
by a system of weighting. _ 

Such calculations are not appropriate to the 
analysis of the long-run effects of the tariff which 
are quite different in kind from these estimated 
money gains and losses. Such effects consist, as 
has been stated before, in a different distribution 
of capital and population and in a modification in 
the valuation of immobile resources. In a period 
of expansion, when export regions are being drawn 
closer to world markets by cheapening transporta- 
tion, when investment is active, population in- 
creasing and land values rising, the existence of a 
protective tariff will lessen the rise of “resources” 
incomes and values and temper the increase in 
population, in these regions while somewhat 
heightening the increases in the regions where 
protected industries are dominant. Real income 
per head will probably be lower in all regions, but 
incomes from immobile and specialized resources 
will be the only ones differentially (by regions) 
affected to a substantial degree. The concept of 
regional “gains” or “losses” as long-run results of 
a protective tariff is not a useful one in that it 
does not. shed much light on the course of develop- 
ment. 

‘Even when made with the greatest accuracy, all 
that such calculations can be made to show is the 
immediate and temporary or “impact” change in 
the prices of a list of products, which would result 
from a removal of the import duties on them. 
They do show, however, and in the case of the 
differences-in-prices tethod show conservatively, 
the magnitude of the increase in regional income, 
in the form of reduction of the costs of production 
of exports, which could be given to an export 
region ‘by the removal, or pro tanto the reduction, 
of protective duties. This is of importance to all 
export regions but particularly to the Prairie 
Provinces which by the beginning of the depression 
were experiencing a severe worsening of their 
competitive position as against producers in 
European importing countries and where by the 
same time Dominion development expenditures 
had pretty well exhausted their effects in promot- 
ing increasing land values. The full regional 
advantage thus estimated would, of course, be 
gained only if any losses, which might result in the 
transportation field from the effects of such a 
change in policy, were abeprbed by the rest of the 
Dominion. 
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This. question of the calculation of tariff 
“purdens”. has been dealt with at length not in 
order to minimize the importance of the protective 
tariff as a factor. in Dominion-provincial relations 
nor yet to suggest that export regions have not a 
strong interest in seeking its reduction; it has been 
considered at length because such calculations, 
useful as they may be in suggesting the magnitude 
of the differences which might follow a change in 
tariff, create a false impression of the nature of the 
inter-regional strains which a -high-protectionist 
policy is likely to create in a federal state... In 
terms of regional incomes per capita as. recorded 
in Chart IX, they do not throw light on the 
essential element, viz.; the disproportionate decline 
in the per capita incomes of regions such as the 
Prairie Provinces and British Columbia. 


4. Some Regional Long-run Effects 


It is not possible to give a quantitative statement 
of the long-run effects of the protective policy. on 
the different regions of the country. Some descrip- 
tive probabilities may be. stated. Without, the 
protective tariff, Ontario and Quebec. would have 
had a smaller. fraction of the Dominion’s popula- 
tion than they now-have. Industrialization and 
urbanization, particularly in the. development of 
great. metropolitan areas, would have been less. 
This is not to say that the centre of gravity of 
population and manufacture would have been out- 
side these provinces. They have great natural 
advantages. and for certain manufacturing indus- 
tries are economically related to the heavy-industry 
focus of the continent. Further they have developed 
great export. industries within their own boun- 
daries and this development of the past 20 years 
has been revolutionary in its scope. Yet inter- 
provincial trade in manufactures is large. Some 
evidence of the concentration of manufacturing in 
Ontario and Quebec has been given in Chapter V, 
Section 8. A special enquiry by the Dominion 
Bureau of Statistics from 1,973 firms has made it 
possible to distribute regionally the sales of 23 
manufacturing industries (largely protected indus- 
tries) located in Ontario and Quebec:— 


Percentage Distribution of the Sales of Ontario and our Manu- 
factures, 1929, Twenty-three Industries 


Total - British | Prairie | Maritime | Ontario 
Domestic Sales | Columbia | Provinces | Provinces |and Quebec 


LOO ta <s : ue tL Se se i 18 26 71 
Population.... 
GN Oa Re rg 23 10 61 
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Thus these 23 manufacturing industries were 
dependent for 29 per cent of their sales on the other 
regions. Their sales were about 41 per cent larger 
than if they had been restricted to the Ontario- 
Quebec region alone. While these sales to other 
regions were not wholly dependent on the tariff it 
cannot be doubted that without the tariff the 
Maritime Provinces would have purchased more 
largely from Britain and from New England, that 
the industrial areas from Detroit to Minneapolis 
would have shared more largely in the prairie 
market, and that British Columbia would have 
purchased more in Great Britain, the United States 
and Japan. Some significant fraction of the popu- 
lation of Central Canada is dependent on these 
sales to other regions. As has been said before, 
however, this does not mean that per capita incomes 
in Central Canada were higher because of these 
protected sales. It may equally well be that more 
people were gainfully occupied at the same or even 
lower incomes. Since, however, the tariff has made 
easier monopolistic exploitation and has encouraged 
urbanization and the growth of metropolitan 
centres which in turn have by a process of 
“agglomeration” drawn to them further manufac- 
turing and service industries because of the market, 
skilled labour, and industrial and financial services 
available, there is a presumption that it has in- 
creased the proportion of higher and more easily 
taxable incomes and capital values. These are 
associated with the more skilled industrial occupa- 
tions, with executive and financial services, and 
with the greater importance of corporate incomes. 

The general effect of the tariff on the Prairie 
Provinces has, of course, been to direct the pur- 
chases of this export region eastward to Ontario 
and Quebec and to a much less extent to the 
Maritime Provinces, and westward, particularly for 
lumber, to British Columbia, rather than south- 
eastward to the closer markets of the United States. 
To some extent, the British preference has directed 
trade to the United Kingdom either through 
Vancouver or the eastern ports. The direction of 
these purchases has been of importance to 
Canadian railways. 

Unquestionably, these purchases cost the people 
of the Prairie Provinces more than had no tariff 
existed. Against this higher cost, however, there 
is a partial offset of the abnormally low freight 
rates on wheat. These rates, which are lower than 
comparable rates in the United States, are made 
possible only by return traffic paying higher rates 
or by payment of railway deficits out of general 


taxation or by both. The tariff has been an 
important factor in the creation and maintenance 
of that return traffic. 

It has been pointed out before that the per 
capita incomes in the Prairie Provinces which have 
been differentially affected by the protectionist 
policy are those of owners of resources specialized 
in the production of export commodities. Broadly 
speaking, these incomes had not up to 1930 been 
reduced by the tariff; the tariff had been a rela- 
tively constant factor throughout the whole period 
of expansion.?® Rather the increases in these 
incomes and land values, resulting from develop- 
mental expenditures (largely Dominion) in improv- 
ing transportation and other facilities and from 
increased world demand from export wheat, had 
been tempered or curbed by the existence of a 
tariff. From 1930 on the effects were of a different 
kind. 

Within the region itself the tariff has probably 
affected population distribution and property values. 
It has presumably increased the metropolitan 
position of Winnipeg as against competition from 
Minneapolis-St. Paul and increased the values of 
certain coal resources. 

The economic expansion of British Columbia 
had, on the whole, been curbed by the existence 
of the tariff. This was, however, much more 
clearly true after the opening of the Panama Canal 
and the expansion of her mining industry than 
before. Previously her protected market for lumber 
and fruit on the prairies had been a very important 
element in her economy. It would have been a 
nice question to decide whether she would have 
gained more by the presumed greater expansion of 
the prairie market. under free trade than she would 
have lost through exposure to United States com- 
petition in that market. 

When British Columbia emerged as a dominantly 
export region in the early twenties, the tariff 
became more definitely restrictive. It curbed to 
some degree the expansion of the major export 
industries. Those industries had, however, experi- 
enced so favourable a turn of circumstances in 
transportation and technique that the limiting 
effect of the tariff was little felt. It was with the 
decline in prices after 1929 and with the increase 
in tariff protection that the restrictive effect became 
important. 


80 An exception may be made for the period of falling prices 
after the break of 1920 when the increased weight of specific duties 
was in effect an increase in the tariff. 


The case of the Maritime Provinces has been of 
a different sort. Changes in the technique of ocean 
and land transportation, and shifts in world produc- 
tion and markets which had improved the com- 
petitive position of the Prairie Provinces had 
worsened that of the Maritimes. Moreover, the 
protectionist policy had been a new factor, not one 
which antedated the development of Maritime 
industries. 

Changing circumstances, particularly in the last 
quarter of the nineteenth century, had been against 
the traditional export industries of the Maritimes. 
The worsening fortunes of the cane-sugar producers 
of the West Indies, the obstacles of the United 
States tariff to the development of the fresh-fish 
trade and the growing competition from New- 
foundland and Norway had borne heavily on the 
fishing industry. The lumber industry had suffered 
from depleted resources, barriers to entry to the 
United States market, and the improvement which 
the Panama Canal had occasioned in the com- 
petitive position of the Pacific Coast producers. 
Coal had lost out as an export commodity partly 
because of the United States tariff but mainly 
because of the development of superior United 
States resources. Shipping and shipbuilding had 
declined with the wooden ships. 

While accelerating the decline of the old export 
industries, the protectionist policy offered enlarged 
Canadian markets for coal and steel and a few 
specialized manufactures. Through these indus- 
tries Nova Scotia shared in the expansion asso- 
ciated with western settlement but the share was 
proportionately less than that of Central Canada 
or of British Columbia. 

Though it is difficult to reach a precise conclu- 
sion, improved transportation appears to have been 
more successful in opening the Maritime market 
to Central Canada than in opening the Ontario 
and Quebec markets to the Maritime Provinces. 
Exposed to competition from Central Canada and 
the West, Maritime agriculture contracted and 
sought refuge in more. specialized products. 
Increasing centralization and the enlarging scale of 
manufacture have handicapped Maritime manu- 
facturers with their small local market. For those 
industries, such as the coal and steel industries, 
which have large markets in Central Canada, it is 
significant that the largest part of their market is 
highly competitive and marginal. 

In population and economic development the 
Maritime Provinces failed up to 1930 to keep pace 
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with the expansion of other regions. Whereas, 
however, in the Prairie Provinces the effect of the 
tariff was in the direction of curbing the growth of 
exports and population and the rise of land values, 
in the Maritime Provinces the effect was in the 
direction of accelerating the contraction of exports 
and of accentuating falling population and declin- 
ing value of resources in those export industries 
which could not turn to the domestic market. In 
the Prairie Provinces the tariff (1878-1887) was one 
of the given conditions of development; in the 
Maritime Provinces it was a marked change in 
policy affecting communities established and 
developed under quite different conditions. The 
tariff was not the fundamental cause of the 
worsened position of the Maritimes; other influences 
went much deeper. As has been already explained 
many economic factors, other than the tariff, turned 
against the Maritimes in the last quarter of the 
nineteenth century.21 The protectionist policy 
encouraged the growth of the steel and coal indus- 
tries but in communities dependent on the tradi- 
tional export industries, it accentuated the difficult 
problems associated with a declining population in 
which the higher age-groups were increasingly 
important, and with declining rates of local invest- 
ment. It presumably restricted the revenues of 
provincial governments and increased the expendi- 
tures necessary to cope with the problems of 
declining industries and declining areas. 


5. The Impact Effects of Tariff Changes 


It has been argued in sections 2 and 3 that the 
most significant differential effects on regional 
incomes of a protectionist policy in Canada are the 
result of changes in the tariff, not of its existence. 
The adage, “An old tax is no tax,” is applicable. 

Such changes would always have differential 
effects on the incomes of industrial groups. There 
would be no regional problem, however, if such 
industrial groups were evenly spread over all 
regions. It is only because there has developed 
in Canada, as has been explained at length in 
earlier chapters, a relatively high degree of regional 
specialization in export industries and industries 
producing for the home market that tariff changes 
have differential effects regionally. 

Effective tariff changes may be in the form of 
(1) simple changes in rates; (2) effective changes 
resulting from changed administrative procedures; 
and (3) changes in the weight of specific and com- 
pound duties resulting from rising or falling prices. 


31 See S. A. Saunders, Historical Summary of the Heonomie 
Development of the Maritime Provinces. 
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In the period: 1930-1932, changes of all these 
types took place and all, in general, in the same 
direction. ‘Tariff rates were greatly increased, the 
number of specific duties. was increased, sharply 
falling prices increased their weight, and admin- 
istrative changes were in the direction of increases 
in the effectiveness of protection. In the period 
1932-1936, the main modifications made in this 
higher tariff level were through trade treaties, of 
which the most important were the Ottawa Agree- 
ments of 1932 and the United States Trade Agree- 
ment:of 1935. This policy of tariff reduction by 
trade treaty was carried further in the United 
States Trade Agreement of 1988. 

It is impossible to review in detail the multi- 
plicity of tariff changes in these years and yet 
present a general view of changes in the aggregate. 
In an attempt to measure with consistent approxi- 
mation the magnitudes and effects of tariff changes, 
a fresh approach to the problem has been made. 
The results, some of which are presented in Tables 
17, 18, and 19, make available for the first time 
measurements of tariff changes which are compre- 
hensive and comparable. Statistics of home 
production and imports made it possible to relate 
diversion of trade to changes in tariff rates. 
Because of the inadequacy of Canadian trade 
statistics, the calculations are not entirely free from 
error but the errors are definitely on the side of 
understatement of the height of tariffs and of 
increases during this period. 

Rates of duty under preferential, treaty, and 
general tariffs, have been calculated from the ad 
valorem rates and the ad valorem equivalents of 
specific and compound duties computed from 
customs valuations. Rates (except in a few cases 
of specific duties) have been included whether or 
not there were importations under the classifica- 
tion, and rates of zero have been included for free 
goods. The 38 per cent excise tax has been included 
but sales taxes and other taxes bearing equally 
on imports and domestic production have been 
excluded. Furthermore, since the necessary infor- 
mation was not available, dumping duties were 
not included and no adjustments were made for 
drawbacks. The computations have been limited 


to manufactured goods. These calculations tend to 
understate the duty somewhat since heavy rates 
are likely to be prohibitive for the lower-priced 
articles in the range covered by the item. The 
percentage shown is that which the duty bears to 
the higher-priced articles in the range the lower- 
priced articles being excluded. This is likely to be 
the case where the percentage of imports to 
domestic production is small. Further when an 
arbitrary valuation has been applied that valuation 
becomes the recorded customs valuation. If the 
arbitrary valuation was to any degree excessive the 
percentage of the duty is stated as less than it 
would be to the ordinary market value. Further, 
it should be made clear that such calculated rates 
of duty are less than the rates of protection on 
Canadian processing of materials. They would be 
equal to the rates of protection only if imported 
materials were charged the same tariff rates as 
those levied on the finished products, or if the 
prices of domestic materials used exceeded foreign 
prices by as much as the rate of duty on the 
finished products. | 

It has not been possible to relate domestic 
production to imports for individual items but only 
for groups. It has, therefore, been necessary to 
arrive at representative rates of duty for groups 
of imports although the rates for important indi- 
vidual items are also quoted. Representative rates 
were calculated by taking the unweighted average 
of the rates on individual items including free items 
but not unmanufactured materials. This method 
has the advantage that. changes in rates which are 
effective in diverting trade are not minimized. The 
numbers of items included in the general averages 
are sufficiently large that the absence of weighting 
creates no serious error. Where, in’ particular 
groups containing few items, the averages appeared 
unrepresentative, rates for the most important item 
were substituted. 

Though all items in the tariff were analyzed, 
attention is centred on the textile and iron and 
steel schedules since under them about one-half the 
imports of manufactured goods are entered and 
since it is impossible to review here in detail all 
schedules. 
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Taste 17—Tarirr CHances 1928-1937 


(Production figures for calendar years shown: imports and duties for fiscal years ending March 31 following year) 


Equivalent Gross Ratio of Imports 
Ad Valorem Value of to Gross Value of 
Tariff Rates Canadian Production (?) 
— (Unweighted Averages) Production (percentage) 
; Treat General thousand f Treat G ] 
Preferential “C) y ie) ‘ dolls ae) Preferential "0) y “Oy Total 
Coron Lextiled’ acne. a ays 1928 13 20 24 79,220 14 2 20 35 
1933 21 30 37 51,180 14 BA {i 23 
1936 LS 32 39 65,635 15 PERN Nua sel cre Eee 22 
Silk and Artificial Silkk.......... 1928 15 23 29 10,897 50 136 64 250 
1933 22 32 39 22,755 6 7 9 22 
1936 1D 36 47 26,931 7 10 1 18 
Wioolmuextiles io ethics ols «1928 19 24 28 34,687 82 15 12 108 
1933 32 57 53 29 ,360 37 1 2 40 
1936 23 52 47 42,390 33 1 1 34 
PRG EE Eg Oa 1928 20 27 33 222,615 5 Pe 5 13 
1933 28 44 52 146 , 409 2 1 ib 5 
1936 24 46 54 191,401 3 2 1 5 
Finished Textile Products....... 1928 19 26 31 
1933 29 46 51 
1936 23 43 3 
Partly Manufactured Textile 
HE POCUCUS Hee Tey coeere tases sacs jek 1928 15 23 24 
1933 ie 33 39 
1936 16 39 26 
Total Textile Products.......... 1928 17 23 28 388 ,000 18 7 13 39 
1983 21 39 45 280 ,000 10 2 4 17 
1936 20 41 49 366 ,000 11 4 2 16 


(*) The value of Canadian production is “gross’’, z.e., includes cost of materials purchased and the value of imports includes commodities 
in various stages of manufacture. Hence the absolute size of the ratio of imports to gross value of production does not necessarily measure the 
relative importance of imports and domestic production. However, changes in this ratio from one year to another do show the changes in the 
volume of imports in relation to home production. All that is intended here is to show such changes between 1928, 1933 and 1936. 

(») Note that, after the U. 8. Trade Agreement of 1935, the Treaty, and not the General Tariff as previously, applied to most of the non- 
preferential trade. 


92 


Taste 17—Tarirr CHances 1928-1937—Concluded 


(Production figures for calendar years shown: imports and duties for fiscal years ending March 31 following year) 


Equivalent Gross Ratio of Imports 
Ad Valorem Value of to Gross Value of 
Tariff Rates Canadian Production (*) 
— (Unweighted Averages) Production (percentage) 
t ; 1 : 
Preferential hoe Sth aber i es Preferential Tr ate mare Total 
Primary Iron and Steel......... 1928 9 17 15 62,072 2 os 41 46 
1933 10 26 19 18,493 4 1 10 15 
1936 6 27 18 46,637 2 3 8 14 
Castings and Forgings.......... 1928 13 19 20 81,905 1), ee 12 13 
1933 12 22 24 24,197 DIRS YE, SUT AEA hae a 8 
1936 ff 22 25 44,045 1 4 3 8 
Boilers, Tanks and Engines...... 1928 12 19 23 6,507 20 2 Liz 139 
193 13 26 28 4,445 5 2 26 32 
1936 6 26 31 8,306 20 29 , Tears 49 
Agricultural Implements........ 1928 5 11 11 AL 200: |S pited os). eee eet mc eG 99 100 
1933 3 17 23 5,326 yy ey ha aa A 39 40 
1936 1 13 25 15,957 1 14 52 67 
Machinery ye te lacs alse Ceasar 1928 13 20 21 51,046 7 1 114 123 
1933 11 22 27 18,913 12 4 60 76 
1936 ri 21 28 41,447 iz 59 ll 77 
Automobiles (Duty rates are for 
passenger automobiles valued at 
not more than $1,200 only) (°). 1928 13 18 20 162. SOT Vln ad Ries leas perenne 26 26 
1933 3 22 24 49 , SSO): lame others sonnets amon teen 2 3 
1936 0 21 27 105,350 1 MARIN PAL PA 10 
Automobile Parts (duty rates are 
for automobile parts, n.o.p. 
PAS DH Lee, 8's opments iBone se 1928 17 24 2 UT OOD eed te ite a deals wins Ae 406 407 
1933 18 31 39 TST OOM al seaeeet ace concer selene towel eects 147 147 
1936 0 30 39 rs Be ks Ue 93 8 102 
Wire and Wire Goods.......... 1928 11 1 19 18,847 EA as ia RR 18 23 
1933 13 25 24 10,512 QTE ay A abacsthe ae eee 4 13 
1936 9 20 21 18,369 9 1 2 12 
Sheet Metal Products...........1928 7 12 13 49 , 847 Oe oe dl che ya rane 68 78 
1933 9 20 21 25 , 964 Ff I PRE ae 22 59 
1936 6 19 22 39,994 29 11 30 70 
Hardware and Tools............ 1928. 15 23 27 25,132 5 1 25 31 
1933 12 30 33 9,762 10 1 19 30 
1936 8 28 32 17,791 7 ll 9 26 
Total Iron and Steel Products. ..1928 11 17 19 632,000 3 1 51 54 
1933 10 23 25 212,600 8 1 24 33 
1936 6 21 2 434 ,000 is Pal 8 34 
Finished Iron and Steel Products..1928 13 21 22 
1933 13 26 29 
1936 8 22 29 
Partly Manufactured Iron and 
Steels Products). 4.558. Soe een 1928 “ 9 12 
1933 8 14 19 
1936 5 20 19) PARA cil os diss! ove ts o's elle pte aren ae ae ese cl pe are 


(*) The value of Canadian production is “gross’’, i.e., includes cost of materials purchased and the value of imports includes commodities 
in various stages of manufacture. Hence the absolute size of the ratio of imports to gross value of production does not necessarily measure the 
relative importance of imports and domestic production. However, changes in this ratio from one year to another do show the changes in 
the volume of imports in relation to home production. All that is intended here is to show such changes between 1928, 1933 and 1936. 

() Note that, after the U. S. Trade Agreement of 1935, the Treaty, and not the General Tariff as previously, applied to most of the non- 
preferential trade. 


The tables are helpful in discerning four types 
of changes. In the first place they show on a 
consistent basis the changes in tariff rates. In the 
second place, they show the diversion of purchases 
from imports to home production or vice versa. 
In the third place, they show the diversion of 
import purchases from countries enjoying one tariff 
to those enjoying another, e.g., from general to 
preferential rates. Fourthly, the production figures 
give some indication of the contraction of home 
production during the depression. Since, however, 
they are value and not volume figures apparent 
contractions are in varying degrees the result of 
price declines. Care should be exercised in inter- 
preting the ratio of imports to home production. 
The absolute level of the percentages is likely to 
be biased by the fact that of two industries turning 
out the same values of finished goods the one 
which is fully integrated and sells nothing but 
finished goods will show a lower gross value of 
production than the one in which goods are bought 
and sold at several stages of manufacture. Changes 
in these ratios are, however, significant. 

It is to be noted that the tariff increases, 1929 
to 1932, were very great. They were greater in 
textiles than any which had taken place since 1879. 
The increases in iron and steel duties were less 
great but amounted to nearly a third on the general 
tariff. There were also substantial increases in 
other schedules which cannot be as _ readily 
summarized as those in textiles and iron and steel. 

Between 1928 and 1933 average rates on cotton 
textiles increased by more than 50 per cent of the 
1928 rates under the general and preferential tariffs 
and by 50 per cent under the treaty rates. The 
increases for the larger items, grey fabrics and 
finished piece goods, were greater than the average. 
While home production of cotton textiles fell by 
more than one-third, 1928-1933, imports fell by 
about 60 per cent so that imports which had been 
35 per cent of home production in 1928 were only 
23 per cent in 1933. Imports under the prefer- 
ential tariff had held their position relative to home 
production, the whole of the decline in percentage 
having been contributed by imports under the 
general tariff. Changes, 1933-1936, which reduced 
preferential rates and extended treaty rates to 
United States trade, eliminated trade under the 
general tariff and increased somewhat the ratio 
of preferential imports to home production. They 
did not, however, increase the ratio of total imports 
to the substantially increased home production. 
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The diversion in the silk industry was particularly 
great partly because the relatively new artificial silk 
industry had strong elements of growth in it and 
partly because the increases in rates were very 
great. 


Equivalent Ad Valorem 
‘ari a 


Preferential Treaty General 


Rovings, yarns, and warps, wholly of arti- 
ficial silk, not more advanced than 


singles, not coloured................0-000+ 1928 13 18 20 
1933 34 37 58 
1936 13 37 71 


Woven fabrics, wholly or partly of artificial < 
silk, not containing wool, and not fabrics 


chiefly offrealisillkats se. 26 aac eh 1928 18 31 35 
1933 53 73 69 
1936 20 83 90 


In the case of wool textiles, imports under 
general and treaty rates had been small but those 
under preferential rates had been very large. The 
diversion from imports to home production was so 
large that contraction of the gross value of produc- 
tion, 1928-1933, was relatively small and produc- 
tion by 1936 was considerably higher than in 1928. 
The increase in rates for individual large items 
was greater than for the group as a whole:— 


Equivalent Ad Valorem 


ahs Tariff Rates 
Preferential | Treaty General 
Wool cloth, flannels, overcoatings, tweeds, 
worsteds, and serges, woven fabrics with 
cut pile and woven fabrics, n.o.p....... 1928 25 29 35 
1933 45 58 67 
1936 37 53 72 
Blanketson:6:p 74s. bie diive canine aeeee 1928 20 27 35 
1933 44 59 76 
1936 37 60 107 
Carpets, mats and rugs (wool)........... 1928 23 27 35 
1933 43 6 79 
1936 37 142 77 


These increases, 1928-1933, wiped out three- 
fourths of the imports of woollen fabrics, more 
than 90 per cent of the imports of blankets, and 
six-sevenths of the imports of carpets. Though the 
domestic production of woollen textiles was almost 
one-fourth higher in value in 1936 than in 1928, 
imports were considerably less than half what they 
had been in the earlier year. 

Though the increases in rates were of a much 
lower order in iron and steel products, the diversion 
from imports to domestic production was substan- 
tial. Of all groups, imports were 54 per cent of 
domestic production in 1928 and 33 per cent in 1933 
of a production reduced by two-thirds. The effects 
of the United States Trade Agreement of 1935 
are seen in the slight relative increase in imports 
(33 to 34 per cent) and in the transfer of imports 
from the general to the treaty tariff. 
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It is not desirable to analyze all the tariff 
schedules by these methods. Other classifications 
are less satisfactory than in the cases of textiles 
and iron and steel and hence it is more risky to 
relate imports and production. A number of 
important groups are, however, presented in Table 
18. The experience in these groups varied. The 
50 per cent increase in the general rates and the 
25 per cent increase in the treaty rates on petroleum 
products were effective in reducing the relative 


position of imports. Increases of more than 25 per 
cent of the 1928 treaty and general rates on 
electrical apparatus and supplies cut down heavily 
the proportion of imports to production, while 
preferential imports were maintained. Subsequent 
reductions and the extension of treaty rates to the 
United States permitted imports to gain slightly 
more than proportionately. Increases on boots and 
shoes, less relatively under preferential rates than 
under the other rates, cut down the already small 
imports under all three tariffs. 


TasLeE 18—Tarirr CHaneus 1928-1937 
(Production figures for calendar years shown; imports and duties for fiscal years ending March 31 following year) 


Equivalent Gross Ratio of Imports 
Ad Valorem Value of to Gross Value of 
Tariff Rates Canadian Production (*) 
— (Unweighted Averages) Production (percentage) 
: Treat G ] th d : 
Preferential “) y me) ih e dolbaeah Preferential ae iy al Total 
Glass and its Products.......... 1928 13 19 22 13 , 565 9 16 47 72 
1933 12 23 26 O 831 ll z 38 56 
1936 # 20 25 11 095 13 38 16 67 
Petroleum Products............ 1928 9 174 14 pees edd Dart MA A SS a a aba Us OR 33 33 
1933 10 15 21 TO 2S IV an le NRT. Gidetne'. 4% 13 13 
1936 7 16 18 BH. SO he Nana mewn as 8 4 12 
Electrical Apparatus and Supplies 1928 15 23 27 93 ,672 ZY A SL 29 32 
1933 16 30 34 87, ,013 2 NHC AER ga 15 17 
1936 12 29 33 72, 289 2 14 2 18 
AURORE eto amen ale. WA Laat, 1928 11 14 16 35,202 ENG SCT PER RP TT 13 17 
1933 13 24 26 16,475 MIRE ote eatery 9 14 
1936 10 25 25 23 , 294 6 2 5 13 
BootsiandiShoese.yossscun eee 1928 16 2G 29 51 ,427 PAN at th PA Te 4 6 
1933 24 37 43 33,358 DO omy aga Aba 1 2 
1936 20 37 43 36 , 906 1 PMMA, ARS es bypass 3 


(*) The value of Canadian production is “gross,” 7.e., includes cost of materials purchased and the value of imports includes commodities 
in various stages of manufacture. Hence the absolute size of the ratio of imports to gross value of production does not necessarily measure the 
relative importance of imports and domestic production. However, changes in this ratio from one year to another do show the changes in the 
volume of imports in relation to home production. All that is intended here is to show such changes between 1928, 1933 and 1936. 

(°) Note that, after the U.S. Trade Agreement of 1935, the Treaty, and not the General Tariff as previously, ‘applied to most of the non- 
preferential trade. 

TasLe 19—TarirF CHANGES 1928-1937—ALL MANUFACTURES 


(Production figures for the calendar years shown; imports and duties for fiscal years ending March 31 following year) 


Gross - 
Equivalent Ratio of Imports 
Ad Valorem Imports Me pepe to Gross Value of 
Tariff Rates (nillions of dollars) Deiuetion Production (*) 
— (Unweighted Averages) (°) (percentage) 
Pre- Treaty | General Pre- Treaty | General | Total | (millions Pre- Treaty | General “5 eal 
ferential. () () ferential () () of dollars) | ferential @). () 
TO ZS ie ailing 12 17 21 143-6 55-7 704-2 903-5 3,582-7 4 2 20 25 
MOSSE ARE VERE: 14 25 30 86-7 16:8 156-1 259-6 1,981-5 4 1 8 13 
OSG wa A eecit rele 10 24 30 110-4 182-0 128-2 420-7 3,035-4 4 6 4 14 


(#) The value of Canadian production is “gross’’, z.e., includes cost of materials purchased and the value of imports includes commodities 
in various stages of manufacture. Hence the absolute size of the ratio of imports to gross value of production does not necessarily measure the 
relative importance of imports and domestic production. However changes in this ratio from one year to another do show the changes in the 
volume of imports in relation to home production. All that is intended here is to show such changes between 1928, 1933 and 1936. 

(°) Note that, after the U. S. Trade Agreement of 1935, the Treaty, and not the General Tariff as previously, applied to most of Me non- 
preferential trade. 


(°) Production excludes Central Electric Stations and Dyeing, Cleaning, and Laundry Work. 


A. general view of tariff and trade changes is 
given in Table 19. The summary is not incon- 
sistent with the more detailed tables for specific 
classes of goods. The small increase in preferential 
rates, 1928-1933, is the summary of large increases 
on some items and small increases or decreases on 
other less competitive items. The curtailment and 
diversion of total trade is marked, as for most of 
the individual items. Preferential trade main- 
tained its position relative to production while 
treaty and general tariff trade were subject to drastic 
curtailment. From 1933 to 1936 preferential trade 
shared equally with Canadian production in the 
increased business while treaty and general trade 
had a somewhat increased share. The United 
States Trade Agreement of 1935 transferred a large 
volume of trade from general to treaty rates. 

This analysis discloses only a few facts but those 
are highly relevant. The increases in the tariff 
between 1928 and 1933 constituted the most sub- 
stantial tariff changes made since 1879-1887 when 
the National Policy was put into effect. Not only 
were the increases great in magnitude but they 
were singularly effective in diverting purchases 
from imports to home production. There was some, 
but much less, diversion to imports under prefer- 
ential rates. The products in the purchase of which 
the diversion was greatest were predominantly 
products of the central provinces though in 
important instances such as iron and steel, coal, 
and petroleum products, other provinces shared in 
the protection. It must not be assumed that the 
prices of the protected products were higher than 
duty-free prices by the full amount of the duties. 
In some cases that was true; in others, the great 
decline of imports is the basis for a strong presump- 
tion that in many lines the higher duties were 
completely prohibitive and Canadian prices could 
not be maintained above duty-free prices by the 
full extent of the duties. They could not be so 
maintained either because of competition within 
the Canadian market or because the maintenance 
of controlled prices at so high a level would have 
unduly restricted the producers’ sales. There are 
very few cases, however, in which there is a 
presumption that the tariff increases did not to 
some degree enhance the differential between 
Canadian prices and duty-free prices. 

The reductions made since 1933, and the United 
States Trade Agreement of 1935 by which the 
treaty rates replaced the general rates in import- 
ance, have not generally increased the relative 
position of imports. In most items the treaty rates 
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in 19386 were still much above the general rates of 
1928. This was conspicuously true in the textile 
schedules but on the other hand agricultural 
implements and automobiles were important 
exceptions. 

The primary object of tariff increases in this 
period was to maintain employment in the pro- 
tected industries at a higher level than would other- 
wise have ruled. A secondary object was to create 
a bargaining advantage whereby preferred entry 
into other markets could be obtained for Canadian 
exports. 

The great diversion of purchases from imports 
to home production is prima facie evidence that 
employment was maintained at a higher level. In 
so far, however, as home products could be pur- 
chased only at higher prices than imports, pur- 
chasers, unless their incomes had been increased, 
were forced to curtail their purchases of these and 
other goods and services, thus contributing to 
unemployment or to the reduction of incomes of 
workers “on their own.” Where the increase in 
duties required to bring about the desired diversion 
of purchases was great, as for example in the textile 
schedules, the presumption is that the net advantage 
in employment was small. 

If the degree of the effects of these tariff increases 
is difficult to measure, the direction of them is clear. 
If the effect of the increases was to improve rela- 
tively employment in the protected industries, that 
improvement was concentrated not wholly but to a 
high degree in Ontario and Quebec. Table 12 on 
p. 50, showing manufacturing industries highly 
concentrated in Ontario and Quebec, includes most 
of the leading industries for which protection was 
sharply increased. The major exception to this 
concentration was the undoubtedly substantial 
advantage gained by the Nova Scotia steel and coal 
industries.. In so far as prices of protected products 
were maintained above the level which would other- 
wise have obtained, that enhancement contributed 
to a reduction of the real incomes of export groups 
and of regions in which the protected. industries 
were of minor importance. 

The tariff increases could be considered: to be 
without differential regional effects only if it was 
assumed (a) that there was no maintenance of 
employment and (b) no enhancement of prices in 
the protected industries or no maintenance of such 
prices above world prices plus the former protective 
duties. } 

There was, however, a secondary object of the 
tariff increases, viz., to create a bargaining advantage 
whereby preferred entry into other markets could 
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be obtained for Canadian exports. The trade 
treaties gave advantages of varying importance 
to the export regions. Chart I on page 48 shows 
clearly the great advantage to the British 
Columbia lumber industry of the British prefer- 
ence on lumber in conjunction with low ocean 
freights and the British building boom. It shows 
also the expansion of shipments to the Atlantic 
coast (mainly the United States) subsequent to the 
United States Trade Agreement of 1935. Both the 
British lumber preference and the apple preference 
have been of substantial benefit to New Brunswick 
and Nova Scotia, though for New Brunswick, whose 
most important lumber areas are now inland, 
rather than tributary to the Atlantic Coast, the 
United States Trade Agreement of 1935 was of 
greater benefit. The bacon preference has been at 
least of potential advantage to all agricultural 
provinces. The preference on base metals has been 
admittedly of slight advantage. Though at times 
the preference on wheat may be helpful, it is 
difficult to discover any substantial advantage with 
exportable surpluses as large as Canada and 
Australia have had since 1932. 

On the basis of changes in the tariff by legislation 
and treaty it is clear that the net disadvantages of 
the prairie region have been greater than those of 
the other export regions. Though the Maritime 
Provinces had substantial offsets in protection and 
preferences to the disadvantages of their export 
industries under tariff increases, there was no relief 
in these policies for the declining fishing industry. 
It should not be overlooked, in considering the 
importance of the trade treaties, that from 1930 to 
1932 there were no offsetting advantages gained 
from preferences. 

As has been said before, it is not possible to 
approximate the magnitude of the effects of tariff 
changes on regional incomes, nor to assess with any 
useful degree of accuracy the “loss of income” to 
be attributed to the tariff or any other policy. In 
so far as the preferences gained were not a com- 
plete offset, real incomes in the predominantly 
export regions were reduced by the tariff increases. 
They were reduced because the tariff increases in a 
period of declining prices tempered the decreases 
in protected prices while the export prices were 
fully exposed. One must not leap to the conclusion, 
however, that the full decline in the purchasing 
power of the products which the export regions had 
to sell is to be accounted for by changes in the 
tariff. Even had they been able to purchase in a 
free trade market, those regions would have experi- 
enced a great worsening in their “terms of trade” 


because of the economic characteristics of the 
predominantly raw material sales and of the mainly 
highly-processed purchases. In any general decline 
of prices during a depression, prices of raw materials 
may be expected to show an earlier and greater 
decline than prices of highly processed goods. This 
is likely to be true regardless of the existence of 
tariffs or of monopolistic control of prices. The 
tariff increases aggravated but did not occasion the 
fall in the purchasing power of the export regions. 
The fact of this aggravation is clear but its extent 
cannot be accurately computed. The conclusion is 
inescapable that effective increases in the tariff to 
an unmeasured but substantial extent, increased the 
economic pressure on the predominantly export 
regions of the country and indirectly contributed 
to the financial burdens of the provinces concerned, 
burdens which the Dominion has been forced, since 
1930, to assume in part. 

Canada is a country of specialized exports and 
has a high degree of regional specialization. It is 
characteristic of those exports (except gold, nickel, 
and probably, under more favourable circumstances, 
newsprint) that, in periods of price fluctuation, 
their prices are likely to experience extreme fluctua- 
tions. That is a basic fact of the Canadian 
economy. To the degree that the protective tariff 
is high, i.e. contains many prohibitive duties, thus 
isolating protected prices from world prices; in so 
far as it contains many specific rates which remain 
rigid in the face of falling prices; to the extent 
that effective tariff rates are sharply increased by 
administrative or legislative action in order to spare 
producers for the home market the shock of falling 
prices, or to increase their share of the home 
market, or both—it will, in the face of major price 
declines, exaggerate the distortions of the price 
structure and thrust disproportionate contractions 
of real income on specialized export regions. The 
greater the effective increases in tariff rates required 
to bring about the desired shifts in purchases, the 
greater the degree to which regional real incomes 
will be differentially affected. These money incomes 
will have already been depressed in the face of 
relatively rigid costs of government and public and 
private debt charges. Effective tariff increases will 
increase the rigidity of the costs of living and of 
carrying on business. The greater, therefore, will 
be the likelihood that governmental finance will be 
called upon to be the instrument for bringing about 
large inter-regional transfers of income. These 
conclusions remain unaffected whether the protec- 
tive tariff is considered for the economy as a whole 
as a desirable or an undesirable policy. 


B. TRANSPORTATION Po.uicy 


1. Developmental Policy 


Dominion railway policy, as it has been reviewed, 
has been, on its developmental side, a long record 
of attempts to promote the development of the 
resources of the different regions and inter-regional 
trade through the medium of all-Canadian trans- 
portation facilities. So clearly was it an object of 
national policy not merely to develop the country 
but to promote national economic integration, that, 
by cash subsidies, land grants, bond guarantees, 
and government construction, the Dominion govern- 
ment itself dominated the laying out of the railway 
system and repeatedly over-rode purely commercial 
considerations to satisfy the desires of particular 
regions and to maintain all-Canadian routes and 
foster Canadian ports. 

It is a matter of common knowledge that this 
policy resulted in higher construction and operating 
costs. In part, the higher construction costs were 
met by Dominion subsidies, land grants, tax- 
exemptions, etc., or Dominion construction; in 
part, they were carried into a rigid financial 
structure by Dominion bond guarantees. 

In the light of the present day, the scale of 
the Canadian railway system was clearly over- 
optimistic. In so far as it was not biased in this 
direction by purely political and regional pressures, 
the error rested on mistaken estimates of resources 
and limits of development and on a complete lack 
of any anticipation that, in certain types of trans- 
portation service and in certain areas, the railway 
was doomed to obsolescence. 


2. Rate Policy 


The railway rate structure in its regional aspects 
determines the proximate distribution of railway 
costs among the several regions, in so far as those 
costs are not met by government payment of 
deficits or by failure of railway owners to receive 
interest on their capital. The rate structure deter- 
mines to what degree different industrial and 
regional groups shall contribute to the payment of 
railway costs; in particular it determines the alloca- 
tions of those costs of railway construction and 
operation which do not belong to any single region 
but which are the result of decisions to set up a 
system of all-Canadian transportation designed 
specifically to promote a Canadian rather than a 
North American integration. 

Originally the rate structure was shaped by the 
existence of water competition, United States rail 
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competition, by market competition (i.e. the desir- 
ability of so adjusting rates that producers could 
reach their markets and so contribute traffic), and 
by the differing operating costs in the several 
regions. Water competition, originally via Cape 
Horn and later and more extensively, via the 
Panama Canal, set the upper limits of Seattle- 
Chicago and, in turn, Canadian transcontinental 
rates. Water competition and United States rail 
competition determined that rates in the central 
(Ontario-Quebec) territory and in the Maritime 
territory should be low relative to those in the 
other regions; that is to say, had higher rates been 
charged, traffic would have been lost. Market com- 
petition led to the establishment of low ton-mile 
rates on basic commodities even where water and 
United States rail competition were absent. With- 
out low rates, these bulky, low-value commodities 
could not reach any but restricted local markets. 
The absence of lower-cost competition and, in the 
Pacific territory, higher operating costs, determined 
that Prairie and Pacific rates should be higher. 
These territories, however, enjoyed low rates on 
basic commodities. 

The outlines of the rate structure, thus roughly 
determined, have been profoundly modified by 
decisions of policy expressed in legislation or in 
orders of the Board of Railway Commissioners. 
As has been made clear in the summaries of trans- 
portation policy, the direction of such policy has 
been unmistakable. It has been toward low rates 
on basic commodities—rates lower than comparable 
rates in the United States—and toward the reduc- 
tion of regional differentials or in the case of the 
Maritimes the restoration of favourable differentials. 
From the time of the Crow’s Nest Pass Agreement 
down to the Maritime Freight Rates Act, policy, 
in the main, has moved in this direction. The 
result has been that transportation rates have been 
modified to the advantage of those regions least 
favoured by competitive influences. The chief, and 
important, exception was in the period 1918 to 1923 
when rate changes were distinctly adverse to the 
Maritime Provinces. 

It is not always easy to determine who receives 
the direct benefit of reduced transportation rates. 
Conditions of demand and supply may be such as 
to divide it in various proportions. ‘Two cases, 
however, are fairly clear. A region selling products 
in competition with other regions or countries in a 
world market, or in a series of markets so inter- 
related as to constitute in effect a world market, 
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will receive a large share of the direct benefit of 
differential rate reductions, i.e., of rate reductions 
applicable to its products and not to those of 
competing regions and countries. The proportion 
of the benefit received will depend on how large a 
fraction of the total market the region supplies. 
If the fraction is small, the region will receive 
virtually all the direct benefit; if it is very large, 
it will receive little. A region buying products in 
another region or country but taking only a small 
fraction of the total output will likewise receive 
virtually the full benefit of differential rate reduc- 
tions in so far as the products are sold competitively 
and not under restricted competition. If the condi- 
tions of sale are monopolistic, sellers will be able, 


to a greater or less degree, to practise regional 


discrimination in pricing so as to retain for them- 
selves part or, in case of'complete monopoly, all 
of the direct gain from differential rate changes. 
Regions such as British Columbia and the Prairies 
have by reductions in the rates on basic commodi- 
ties made large gains of the first sort. By reduc- 
tions in regional differentials, they have made gains 
of the second sort, but, by reason of the existence, 
to a very considerable extent, of monopolistic 
restrictions and price differentiation, these gains 
have been far from complete. (On the other hand, 
where discriminatory regional pricing is practised, 
it has usually favoured the regions remote from the 
point of production.) 

If it is argued that it would be desirable that 
all regional differentials should be removed from 
railway rates, it is necessary to note that such a 
policy would involve the following accompani- 
ments:— 

(1) complete jurisdiction by a single authority 
over all alternative means of transportation, water, 
rail, road, and air; and 

(2) the raising of rates on basic commodities 
and of rates generally in the regions most subject 
to highway and water competition; or 

(3) the meeting of a part of railway costs out 
of taxation through payment of railway deficits by 
government. 

The second is not possible without the first and 
if the first two are rejected, the third is very 
difficult to avoid. 


C. Monetary Po.uicy 


The third major field of Dominion economic 
policy which has had regional significance in recent 
years is that of monetary policy. Though some 


aspects of banking legislation had given rise to 
conflicting regional attitudes from time to time, 
monetary policy as such was not a subject of 
extended controversy until the onset of the Great 
Depression. Previously the conventions of the 
gold standard had been accepted with but little 
question. 

As with tariff and transportation policies, atten- 
tion is here directed not to the wisdom of the 
monetary policy pursued since the crisis of 1929 
but only to its regional aspects. Regional effects 
are difficult or impossible to isolate and to measure 
with any useful degree of accuracy but their direc- 
tion can be discerned fairly clearly. 

Since a special study on Dominion Monetary 
Policy has been submitted by Professor F. A. Knox, 
it is necessary to give here only brief consideration 
to the relevant facts and to the conclusions reached, 
and to point out the relations to other policies. 

The Canadian dollar had shown weakness in 1928 
and 1929 but returned to parity by 1930, and until 
September, 1931, when the gold standard was 
abandoned by Great Britain, remained at approxi- 
mate parity with the United States dollar and the 
pound sterling. To this result, the sharp increase 
in the tariff in 1930 and Dominion government 
borrowing in New York in the same year con- 
tributed. Quantitatively, however, other capital 
imports were of much greater importance in main- 
taining the value of the Canadian dollar. Though 
Dominion policy looked toward the maintenance 
of the value of the dollar and identified Canadian 
credit standing with it, the policy would have been 
ineffective, had not circumstances, over which the 
Dominion had no control, contributed to the result. 
Two of Canada’s chief agricultural comvetitors in 
the European market had, during this period; 
experienced depreciation of their currencies in 
terms of the pound. Argentina’s currency was so 
depreciated after December, 1929, and Australia’s 
after December, 1930: In neither case was the 
depreciation at that time the result of deliberate 
policy; it was forced by circumstances affecting 
each country’s balance of international payments. 

From September, 1931, to April, 1933, the Cana- 
dian dollar was at a discount in New York but, 
because of the depreciation of sterling, at a premium 
in London in terms of the old parities. While the 
Australian and Argentine currencies maintained or 
increased their depreciation in terms of sterling, the 
Canadian dollar appreciated in terms of the same 
currency in which the bulk of our exports were sold. 


A necessary result of such appreciation was that 
export prices in sterling were converted into prices 
lower in Canadian currency by the amount of the 
appreciation. From the last quarter of 1931 on, 
both Australia and Argentina intervened in the 
foreign exchange market to control the relations 
of their currencies to sterling. There was no such 
intervention by the Dominion except in a minor 
way through the timing of gold exports and debt 
payments abroad. 

In April, 1933, the abandonment of the gold 
standard by the United States and the withdrawal 
of large balances from Canada quickly brought the 
pound sterling, the United States dollar, and the 
Canadian dollar back to levels close to the old 
parities with one another but at much reduced gold 
values. This realignment of the major currencies 
in conjunction with sharp recovery in the United 
States and increased international purchases of raw 
materials was followed by an important rise in 
the wholesale prices of Canadian export products. 
Thereafter controversies over monetary policy were 
concerned to only a slight degree with the external 
value of the dollar and mainly with the level of 
prices and interest rates. 

The appreciation of the Canadian dollar in terms 
of sterling in 1931-32 could have been prevented 
only by positive action of the Dominion govern- 
ment to lower the external value of the dollar. Only 
to a limited extent had government policy (prin- 
cipally tariff policy) been of influence in maintain- 
ing the Canadian dollar midway between the pound 
sterling and the United States dollar. That posi- 
tion was the result of all the circumstances affecting 
the Canadian balance of international payments. 
Proposals for such positive action were advanced, 
principally by representatives of export industries, 
but were rejected on various grounds of which 
the clearest were the desirability of safeguarding 
the credit standing of the Dominion and the risks 
of “inflation.” 

The inter-related policies actually pursued 1930- 
33, though laid down piecemeal with only partial 
knowledge of the swiftly changing circumstances, 
fitted into a fairly definite pattern. 

The upward revision of the tariff, which as has 
been shown, was to a marked degree effective in 
enabling protected producers to obtain a larger 
share of a much reduced Canadian market, was 
designed to maintain employment in the protected 
industries at a higher level than it was considered 
could otherwise be maintained. The vigorous and 
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extended application of dumping duties and arbi- 
trary customs valuations afforded effective protec- 
tion against imports from countries whose currencies 
were depreciated in terms of the Canadian dollar; 
it also was intended to contribute to the mainte- 
nance of employment. 

The object of the trade treaties was to improve 
employment and incomes in export industries while 
at the same time maintaining existing protection. 
The treaties of 1932 gave substantial advantages to 
lumber, bacon, and apple producers and advantages 
of slighter or nominal extent to producers of wheat 
and base metals. Little was done by means of tariff 
or trade treaty to protect the positions of the wheat 
producer and the fish producer (except for canned 
fish) or of many lesser export interests. 

The support given to Canadian wheat prices 
through the accumulation of wheat stocks by the 
Central Selling Agency of the Wheat Pool financed 
by the Dominion and the bonus of 5 cents a bushel 
paid by the Dominion on wheat of the 1931 crop, 
were offsetting policies whose total effect, either 
individually or in conjunction with other policies, 
it is impossible to calculate with any useful 
accuracy. 

These policies had, however, the important effect 
of increasing the need for inter-regional transfers 
of income, that is, of using the Dominion fiscal 
machinery to aid individuals and governments in 
some regions, out of revenues and loan-receipts 
derived from others. The fact that the Canadian 
dollar did not depreciate, 1931-33, as much as 
sterling brought additional pressure on the export 
areas at a time when they were already in acute 
distress. It is impossible to make any quantitative 
estimates of the losses involved since the effect of 
further exchange depreciation on the volume and 
price of each export would vary with the char- 
acteristics of its market and its competitive posi- 
tion. In the frequently cited case of wheat the 
probable results are particularly. obscure because 
of the interposition of the government. selling 
agency which was already supporting Canadian 
wheat prices above world levels. It is impossible 
to divine what would have been the reaction of 
government wheat-selling policy to further depre- 
ciation, and in view of the importance of this 
arbitrary factor, equally impossible to hazard any 
estimate of the net. effect on Canadian wheat prices 
and producers’ incomes. It seems clear from the 
position of the wheat market therefore that there 
would not have been any automatic gain to western 
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producers from exchange depreciation alone, but 
that gains would have been possible if appropriate 
government wheat-selling policies had been com- 
bined with exchange depreciation. 

There were, however, a number of exports which 
would have benefited to a substantial extent in 
either increased price or volume or both. This 
relief to the hardest pressed group of industries in 
the country would have assisted in correcting many 
of the serious disequilibria which threatened the 
continued operation not only of the export areas 
themselves but of the whole economy. There can 
be no doubt that the appreciation of the Canadian 
dollar vis-a-vis sterling in conjunction with tariff 
policy greatly increased the economic pressure on 
export areas in general and thereby increased the 
need for Dominion help whether in the form of 
offsetting policies, financial help for governments, 
or direct relief. 

A simpler alternative policy, though the relevant 
facts were less clearly known then than now, would 
have been to avoid a general increase in the tariff 
and take positive action to prevent the apprecia- 
tion of the Canadian dollar in terms of sterling. 
Such action would, if accompanied by credit expan- 
sion, in varying degrees, have raised the prices, in 
Canadian currency, of both exports and imports 
and would have increased the tourist trade. It 
would have bettered the position of the domestic 
producer subject to foreign competition in the home 
market while at the same time improving the 
position of the export producer. It would have 
decreased rather than increased an inter-regional 
strain that was already very great. In fact the 
pressure on the export regions was very greatly 
relieved following the devaluation of the United 
States dollar, the further depreciation of the Cana- 
dian dollar to the level of the pound, and the 
general price rise in 1933. In so far as a policy 
of preventing the appreciation of the dollar in 
terms of sterling might have resulted in a rise in 
domestic prices (or a stay in their fall), it would 
have reduced the advantage otherwise accruing to 
exporters and the tourist industries but the relative 
burden of debt charges and other rigid costs would 
also have been reduced for debtors throughout the 
whole economy. 

This alternative was not without its difficulties 
and disadvantages. Its adoption would have in- 


creased the money burden of external debt—a 
burden unevenly distributed over regions and 
institutions. It might have given temporarily a 
severe shock to business confidence and _ still 
further contracted investment. It might have 
intensified financial defaults, insolvencies and 
unemployment in the protected industries but on 
the other hand it would have reduced them in the 
exposed industries. 


The importance of these disadvantages was 
then, and still is, a matter of opinion. It is not 
necessary for present purposes to offer an indi- 
vidual opinion as to which policy it would have 
been more desirable, from the point of view of the 
country as a whole, to adopt. It is sufficient to 
point out that the set of policies adopted neces- 
sitated larger inter-regional transfers of income 
than would, under the alternative policy, have been 
necessary. 

Prior to 1929, monetary policy was not a matter 
of political concern. Any alternative to a policy 
of maintaining rigid exchange rates by adherence 
to the gold standard was a heresy without political 
support. While trade was expanding and capital 
imports flowed freely, the advantages of this policy, 
which was essentially one of leaving decisions of 
monetary policy to the great creditor nations, were 
overwhelmingly preponderant for a small country 
with rudimentary machinery for monetary control. 
Circumstances are now different. London is no 
longer the dominant creditor centre. Creditor 
nations have at times since 1929 followed quite 
divergent monetary policies. There is a presump- 
tion that it will not be, in the future, a matter 
simply of following but of choosing whom to follow. 
The establishment of the Bank of Canada has 
supplied machinery and is accumulating experience 
both of which were previously lacking. It is not 
improbable therefore that monetary policy in the 
future may be much more a matter of deliberate 
choice than in the past—choice to be exercised in 
the last analysis by the Dominion government. 
Recent Canadian history has shown that the policy 
selected may have marked differential effects on 
regional incomes and on government expenditures 
in the several regions, and may necessitate through 
the medium of government finance substantial 
inter-regional transfers of income quite possibly in 
different directions at different times. 


Cuaptrer VIII 


THE ECONOMIC OUTLOOK AND DOMINION-PROVINCIAL RELATIONS 


Within the period of development which was of 
determining influence and up to the Great Depres- 
sion, Canada experienced a rapid rate of expansion. 
The discovery of new resources, the tapping of new 
areas by transportation lines, a fructifying stream 
of capital imports, expanding export markets, and 
increased values given to resources by technological 
changes had promoted the expansion of population 
and industry. That expansion had proceeded in a 
framework of integrating national policies—policies 
designed to enlarge the internal circulation of goods 
and to increase the inter-dependence of the several 
regions. 

For a time the economy had approached a simple 
unity with wheat as the dominant and highly 
specialized export, and subordinate exports fairly 
evenly distributed over the several regions. That 
simple unity, from the war period on, had been 
progressively broken by the rise of newsprint, gold, 
the base metals, and (thanks to the Panama Canal) 
British Columbian lumber, as major exports. 
Regions, hitherto having a high degree of depend- 
ence on the prairie market, developed major export 
markets and specialized export areas of their own. 
British Columbia had become an exporting region, 
dependent to a much less extent than formerly on 
the prairie market. Ontario and Quebec had 
developed great export areas within their own 
boundaries—areas whose speculative and market 
possibilities dimmed the importance of the prairie 
market. To a degree, this change raised centrifugal 
forces from minor to major importance. Yet 
though greater diversity in major exports had 
replaced the earlier simple unity, the dependence 
of the economy on specialized exports, produced 
in specialized exporting areas, had increased rather 
than decreased. 

Without trying to forecast an economic future 
which is likely to be influenced so largely by 
political decisions external to Canada, one can use- 
fully point out certain probable characteristics of 
that future which will affect profoundly govern- 
mental and fiscal problems. 
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1. VARIABILITY OF Export INCOME 


Though other exports have arisen to dispute the 
predominance of wheat, the proceeds of exports will 
still be hable to marked variations. As long as the 
monetary demand for gold continues, the proceeds 
of gold exports are likely to fluctuate inversely to 
the fluctuations of other exports. Newsprint 
exports have, in the past, demonstrated their 
variability in the face of business fluctuations. It 
is unlikely that by reason of market expansion, 
competitive shift, or increasing availability of 
resources or power, the steep upward trend of the 
pre-depression years will be resumed; the fact of 
a much slower rate of expansion in itself increases 
the difficulty of adjustment to changed market con- 
ditions. Given wise management and a less rigid 
financial structure, however, the industry is not 
inherently unstable. Base metals because of their 
use chiefly in producers’ and some durable con- 
sumers’ goods and because their prices represent 
but a small fraction of the total cost of such goods, 
are subject to sharp fluctuations in price. Lumber, 
and especially British Columbian lumber, is likely 
to show marked variability as an export both in 
volume and price not merely because of its depen- 
dence on construction cycles but because of the 
very high proportion which the cost of trans- 
portation bears to the mill price. Though costs 
of ocean transportation are themselves highly 
variable, their fluctuations have, in the past, accen- 
tuated rather than lessened the fluctuations of 
lumber prices. The variability of wheat in price, 
yield, and grade may be less than it has been 
since 1930 but there is every likelihood of its being 
greater than between 1920 and 1980. 

Thus while it is not necessary to assume a 
recurrence of the purely fortuitous coincidence of 
agricultural and industrial crises and prairie drought, 
it is entirely probable that Canada will experience 
in the future sharp variations in the proceeds of 
exports. Under stable world conditions these will 
be less than under unstable conditions, but under 
any conditions the Canadian economy will be liable 
to relatively great fluctuations. 

Because of the greater diversity of specialized 
exports, it is probable that, somewhat more than 
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in the past, fluctuations in income will differ in 
timing and extent in the different regions. As in 
the past, however, the interdependence of the 
regions will be sufficiently great for each to share, 
though neither proportionately nor immediately, in 
the fortunes of the others. 


2. Less Rapip Rate or GRowTH 


There is little basis for assuming that the future 
rate of expansion of the Canadian economy will 
be as great as between 1900 and 1930. In the past, 
the rate of economic growth has been dependent 
on the expansion of exports and the related volume 
of investment. 

There are no large unsettled areas of agricultural 
land which can be settled with the speed or with 
accompanying investment of such magnitude as 
when the wheat-growing region was settled. Even 
though prosperity returns in full measure to prairie 
agriculture the density of rural population is more 
likely to decrease than increase. If under excep- 
tionally favourable circumstances it should increase, 
the rate of increase will be much lower than before 
1930.32 

Our other major exports are based on resources 
which (with the exception of water power) are 
subject to depletion. Expansion of these indus- 
tries will be dependent chiefly on the discovery of 
new resources or on technological changes making 
known resources available. The extent of forest 
resources is well known and they are subject to a 
high rate of depletion. While the rate of exploita- 
tion of mining resources has in the past decade 
been high because of technical improvements or 
high prices, the rate of discovery has been low. 
The expansion has been on the basis of known, not 
newly discovered, resources. Fortunate circum- 
stances may again bring rapid expansion but the 
greater probability is that rates of economic and 
population growth will be less than in the past. 


3. Heavy NaTIoNAL OvERHEAD Costs 


It is a commonplace that during the periods of 
rapid expansion, the Canadian economy as a whole, 
with the support and at times the leadership of 
the Dominion government, undertook develop- 
mental expenditures on a grand scale. Transporta- 
tion expenditures were but the chief example. The 
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expenditures could be justified ultimately only by 
a continuous rate of rapid growth. Transportation 
expenditures were made without suspicion that in 
twenty-five years, the railway, for important parts 
of the transportation field, would be obsolete. 
Even aside from misdirection, the scale was so large 
as to result in over-capacity. 

To a high degree, the lavish use of government 
bonds, government guarantees, corporation bonds 
and mortgages, made overhead costs fixed charges. 
To them were added heavy war costs. As long as 
the national money income was rising rapidly 
whether from rising prices or increased production 
neither the weight nor the rigidity of such over- 
head costs was alarming. With declining prices or 
less rapid rate of growth they have become much 
more intractable. In association wth fluctuating 
money income, whether national or regional, the 
decreases not. merely increase financial difficulties 
but throw changes in income disproportionately on 
exposed industrial and occupational groups. 

If the outlook is for less rapid expansion, then 
unless there is a substantial rise in prices, these 
rigid charges are likely to be even more trouble- 
some than in the past. 

These probabilities mean that in the future the 
Canadian economy is likely to have less margin 
for waste and errors. The fortunes of different 
regions are likely to differ and unless there is a 
decline in the scope of governmental functions 
where there has hitherto been a continuous increase, 
there will be required at times substantial transfers 
of income between regions through the medium of 
government finance. Whether such inter-regional 
transfers, as may be required in the future, should 
be inter-governmental transfers, or whether they 
should be made entirely or in large part through 
the Dominion’s fiscal system, is a matter of judg- 
ment requiring political and administrative rather 
than economic expertness. Such transfers have been 
required in the past and similar, if less severe, 
conditions are likely to recur. In the case of the 
important and growing export areas of northern 
Ontario and Quebec, substantial transfers of income 
were made mainly through the medium of provincial 
finance. In the case of other provinces, more highly 
specialized in their dependence on exports, similar 
circumstances necessitated in greater or less degree, 
not merely inter-regional but inter-governmental 
transfers of income. 
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